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TRUST BUSINESS IN CANADA 


Section I - The Trustee Corporation 


(a) Nature, Powers and Functions 

Some thirty trust companies, at more than 200 offices across 
Canada, manage over eight billion dollars worth of property and in- 
vestments held for nearly one hundred thousand individual estates and 
other accounts. They hold 1.4 billion dollars of savings of Canadians 
for investment. They protect the holders of the funded debt of 
Canadian business and industry and record the ownership of the share 
capital of most Canadian public companies. What is a trust company, | 
and how does it operate? 

A trust is a legal relationship. Its characteristic form finds 
the legal title and possession of property vested in a trustee who is 
in a position to deal with the property as his own, although the bene- 
ficial ownership belongs to others -~- the beneficiaries of the trust. 
Thus, A pays a sum of money to a trustee to be invested as the trustee 
may choose, the income and as much of the capital as required to be 
used to maintain B, a retarded child of A. B is provided for, what- 
ever happens in the future to A or to his financial status. A has no 
further right or interest in the fund nor any control over the trustee. 
(It is also provided that anything remaining at B's death will go to 
B's children or, if none, to A's other issue.) 

A trust is obviously a unique relationship and it demands, of 
the trustee, a standard of integrity, skill and financial responsi- 
bility unique in law and in business practice. There are many 
maxims of equity and rules of law which define these standards. 

A trustee may not himself acquire the property of his trust, he may 
earn no personal profit in administering the trust other than the 
compensation allowed, he must maintain a meticulous account of all 
his transactions, he must justify the prudence of every investment 

he makes and he is personally responsible for any deviation from the 
terms of the trust. In particular, he may not mingle the trust assets 
with his own but must keep them separate and identified. Note - 


For the civil law province of Quebec, modifications of the above 


statements are required. 


Digitized by the Internet Archive - 
in 2024 with funding from ~ 
University of Toronto 
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1.04 Like so many inventions of British law, the trust is an instru- 
ment of great social utility. But its ultimate value is achieved by 
employment of a corporation as trustee. Permanence (trusts may be 
perpetual) specialization in the diverse skills of property management, 
group judgment and financial responsibility, as realized in the modern 
corporation, give trusteeship new dimensions which personal trusteeship 
cannot achieve. 

pA 8 It is clear, however, that this enhanced value of trusteeship 
will depend upon the kind of corporation which undertakes the trust. 
Because of the social value of trusts and for the protection of the 
public, the State exercises a special jurisdiction over the incorpo- 
ration and supervision of companies which are permitted to undertake 
the performance of trusts. 

1.06 In Canada, the federal parliament and the legislatures of most 
provinces have enacted legislation to regulate trust business pursuant 
to the dual jurisdiction over the incorporation of companies. It may 
be said generally of all this legislation* that it is directed to two 
essential objectives, viz., the solvency of the corporations (trust 
companies) which are given trustee powers and the observance of 
practices in conformity with the law of trusts, in particular the 
segregation and ecar-marking of trust assets. 

1.07 The typical statutes place restrictions upon the investment 
of the company's capital. In most cases the investments authorized 
are broadly similar to those authorized for life insurance companies. 
They specifically require the segregation and ear-marking of trust 
assets and provide for regular reports, an independent audit and 
examination by government officers to ensure compliance with this 
vital trustee practice. Thus there is not only special protection 
for assets held in trust but there is assurance of capital assets to 
guarantee responsible trusteeship. 

1.08 This matter of financial responsibility is the central issue 
to which the interest of the State is directed. An additional as- 
surance is the prohibition, also common to most of the legislation, 


against public borrowing by the sale of debt obligations of the trust 


company . 


*A list of the statutes and a note on exceptions to this generalization are 
contained in the Schedule which follows. 
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SCHEDULE TO 1.06 


ALBERTA The Trust Companies Act, 1960 
Statutes of Alberta, 1960, Chap. 110 


BRITISH COLUMBIA Trust Companies Act 
R.S.B.C. 1960, Chap. 389 


MANITOBA The Companies Act, Part XIII 
R.S.M. 1954, Chap. 43 


NEW BRUNSWICK Trust Companies Act 
R.S.N.B. 1952, Chap. 237 (No restriction 
on the invest~ 
ment of 
company funds) 


NEWFOUNDLAND No Act 


NOVA SCOTIA Trust Companies Act 
R.S.N.S. 1954, Chap. 300 


ONTARIO The Loan and Trust Corporations Act 
R.S.O. 1960, Chap. 222 


PRINCE EDWARD ISLAND No Act 

QUEBEC Trust Companies Act (No restriction on 
R.SsQ< 102, the investment of 
Chap. 284 company funds) 

SASKATCHEWAN The Trust Companies Act 


R.S.S. 1953, Chap. 125 


CANADA Trust Companies Act 
R.S.C. 1952, Chap. 272 
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Very significant is the fact that the powers granted to trust 
companies are confined to fiduciary and related business. Since the 
dangers of engaging in risk enterprise are thus eliminated, the 
company's capital is available to meet claims which might arise out 
of the performance of its individual trusts and the liability under- 
taken respecting guaranteed funds. This principle under which fiduciary 
powers are granted only to corporations created solely for that purpose 
was wisely established and should be preserved. 

Maintenance of the rigorous standards required in the unique 
trust relationship owe much to specialization in the corporation's 
fiduciary functions. As explained in (c) on page 8, the institutional 
organization is directed to ensuring practices appropriate to fiduciary 
duties and responsibilities. Staff training is an important factor 
emphasized by all the companies and supported by this Association. 

But not to be neglected is a tradition, established over many years 

and many lives in each company and in the industry, which makes certain 
demands of the individual whose career is in trust business. It results 
in a morale which is very marked in the industry -- a special attitude 
toward one's duty and a special pride in that attitude. It is a tra- 
dition which is shared in by the Boards of the companies. 

The functions of the trustee corporation are described in the 
following three sections (2,3 and 4) of the Brief. It is necessary 

to explain the manner in which the functions are classified ,viz., 
Individual, Collective and Corporate trusteeship. 

Individual Trusteeships must be administered in all respects 
as units. In each trust the trust property is conveyed, the benefici- 
aries are designated and the powers and duties of the trustee are 
prescribed under a distinct trust document by the creator of the trust. 
The necessity for administration as units requires administrative 
methods and techniques which are not required in collective trusteeship 
and the property of each individual trust is kept segregated and identi- 
fied. The most familiar form of these is the testamentary trust created 
by will and taking effect on death. 

Included under the heading of individual trusteeships are 
pension trusts. Considered in the economic setting, the trustee's 


function is related to that described under collective trusteeship. 
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a 
Private pension funds are another of the financial institutions de- 
scribed as investment intermediaries. But the pension trustee function 
is an individual trust as defined above and is created as a unit trust 
by the employer. It has seemed preferable to classify functions in 
relation to administrative considerations. 

1.13 Agencies conducted for individual persons are also included 
here and are administered as individual units. Although not trusts 
at all, the business arises through the availability of the same organ- 
ization of skills and reliance upon the same responsibility which makes 
the trust company an ideal trustee. 

1.14 A Coliective Trusteeship is created when members of the public 
pay money to the trust company to be held on definite terms but mingled 
together and administered as a single trust. It is necessary, of course, 
to keep an account of the interest of each contributor-beneficiary in 
the trust fund, i.e. the current balance in a deposit account or a 
certificate of the amount received upon whatever terms. It is in this 
role that the trust companies mobilize and invest a portion of the 
nation's savings. 

pea Da Corporate Trusteeships are so called by reason of their re- 
lation to corporation finance. They are trusts for the holders of 
corporation obligations. With them are grouped corporate agencies 
eee both these functions arise in the operation of the new issue 
market. In both cases, the function of the trust company provides 
greater security for the individual investor. 

416 It has been convenient to distinguish the functions of the 
trust company but it is much more significant to call attention to 
their essential unity. All of them (except the related agencies) 
involve the trust relationship with the standards for performance 
which have been explained. They are all, including the agencies, 
related to savings. The individual trusts commonly represent a life- 
time's savings in many forms -- stocks and bonds, real estate, 
mortgages, life insurance. The trust company's function is to pre- 
serve this capital, utilize it productively and eventually distribute 
it as directed. The collective trusts involve the function of at- 
tracting current saving as well as their management. The protective 


functions performed in the corporate trusteeships relate to savings 
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mobilized by another investment intermediary institution, the new 
issue market. 

pe hy There is a third factor common to individual trusts and col- 
lective trusts which makes these two functions essentially compatible. 
Property management, for the trustee of individual trusts, has in- 
creasingly become investment management. In supplying the management 
skills which the public requires of them, the trust companies have 
placed increased emphasis on investment skills. They have built up 
highly specialized organizations for investment research and adminis- 
tration and are therefore ideally equipped to function as investment 
intermediaries through their collective trusts. 

died This is not to minimize the importance of the skills in real 
estate and mortgage management. This other area in which the trust 
companies specialize is of vital importance in finding, making, and 
administering mortgage investments. This skill also serves both in- 
dividual and collective trusts and is frequently used in corporate 
trusteeships. This also emphasizes the essential unity of trust 
company functions. 
(b) The Trustee Company in Other States 

Le Ae It will be of interest to compare the nature and functions 
of the Canadian trust company with institutions in other countries 
which exercise trustee powers. We are concerned only with countries 
whose legal systems are based or partly so on English common law 
because, with some qualifications, only in such systems is the trust 
known and recognized. (See "Trust Business in Common Law Countries”, 
Stephenson, 1940, American Bankers Association, for a detailed exami- 
nation of this subject). 

1.20 In the United Kingdom trustee powers are exercised by insurance 
companies, joint-stock banks, and by the office of the Public Trustee. 
The trust service provided by all of them is as wide as that of the 
Canadian trust company including executorship and all forms of indi- 
vidual trusts and agencies including pension fund trusteeship and corpo- 
rate trusts and agencies. Except for the Public Trustee (who holds 
an important place in the field), trustee powers are exercised by insti- 
tutions which perform other financial roles. This has been true from 


the beginning and was apparently due to (a) less emphasis on the value 
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of corporate trusteeship and (b) the important role in trust business 
assumed by the Public Trustee. 

New Zealand pioneered trust business. There, as in Canada, 
trust business is carried on by corporations which exercise it as 
their sole function. There are a few historic exceptions - companies 
in the insurance field. Banks are not engaged in trust business. 

The Public Trust Office has an important place in the field. 

The Australian scene is similar. The "trustee" company 
(the title is more appropriate than ours) is the only institution 
which is granted trust powers except the public institution of Public 
Trustee in each of the states. 

In South Africa, commercial banks exercise trust powers as 
well as trust companies which confine their activities to trust 
business. In India trust business is closely tied to banking, with 
commercial banks exercising trustee powers directly or through trust 
company subsidiaries. 

In the United States trust powers were originally granted to 
corporations created solely for that purpose or to insurance insti- 
tutions. All the states recognized the need for and created corpo- 
rations to administer trusts. Some granted various insurance powers 
as complementary and practically all granted the additional power to 
ins deposits of money in trust. Nevertheless the trust company 
was considered a completely different institution from a "bank of 
discount and deposit" which was also a creature of all the state 
governments. 

The situation to-day in the United States is that most com- 
mercial banks have trust departments and trust and banking powers are 
exercised by a single institution. The development of financial insti- 
tutions there differed completely from the development in Canada with 
its national branch system. 

While institutions with combined banking and fiduciary functions 
operate effectively in the U.S.A. and the United Kingdom, we neverthe- 
less hold strongly to the view expressed in 1.09 that specialization 


of institutions in each of these fields, as found in the Canadian 


system,is sound. 
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(c) Organization and Procedures 

There is nothing in the organic constitution of trust companies 
which differs from normal corporate structure. A few variations in 
the usual functions of a Board of Directors are noteworthy, although 
no pattern common to all companies can be described. 

(a) Because of the predominant importance of the trust company's in- 
vestment function its Board of Directors exercises a wider and more 
detailed surveillance of these operations that is common in the scope 
of activities of directors of other corporations. The Board ora 
committee appointed by the Board reviews all investment transactions 
in all individual and the collective trusteeships. This duty tends 

to determine the qualities sought in electing directors. 

(b) All companies make use of their Board members in setting up special 
committees to exercise important discretions especially in relation to 
bond issue trusteeships and receiverships or in individual trusts of 
special magnitude and importance. 

(c) Some companies have an executive committee of the Board which 
meets regularly and more frequently than the Board. It may perform 
the functions described in (a) and (b) above and may also make de- 
cisions respecting capital and guaranteed investment which, in other 
companies, would be made by the officers! investment committee, 

(d) Because of the degree of autonomy accorded under the branch 
system described in 1.42 the companies normally appoint an “advisory 
board" in cities where branch offices are located. Usually such 
boards have no constitutional authority but advise the manager on 
local matters and public relations and are used as a special committee 
for the purposes mentioned in (b) above regarding trusts performed 

at the branch. 

Whatever duties may be performed by the Board, it is clear that 
it may delegate powers in the usual way to the executive officers of 
the company. It is generally considered that officers so authorized 
have capacity to discharge all the corporation's powers and duties. 
Management skills alone are not adequate for the executive officers 
of trust companies. They are invariably qualified by trust business 
experience to contribute directly to trust operations through consul- 


tation or participation in committees and other group decisions. 
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A primary feature of organization is provision for the exercise 


of group judgment. This technique controls departmental and inter- 


departmental procedures, and is marked by the use of standing and 


Special committees. 


Internal organization is shaped to the special nature and 


functions of the corporation trustee. The essential feature here is 


Specialization and departments are created to achieve the highest 


efficiency in each area of activity. Apart from the investment de- 


partment, treated separately in the paragraphs following, character- 


istic organization in the larger companies also provides departments 


to deal with: 


Trust Administration (individual trusts) Real Estate and Property - 
Savings (receipt of guaranteed funds) Management 


Corporate Trust 


Mortgages 


Stock Transfer (including Registrar and Income Tax 
other corporate agencies) Death Duties 


Trust Accounting 
Securities and Vault 
Personnel 

Business Development 


(d) Investment Procedures 


Insurance 

Pension Trust 

Capital and Guaranteed 
Accounting 


The investment department must be organized to deal efficiently 


with: 


individual trusts and agencies (estates, trusts 


and agencies) 


guaranteed funds 
capital funds 


including such special individual and collective trusts as: 


pension trusts 

pooled pension funds 

pooled funds for registered retirement plans 
common trust funds 

investment fund (mutual type) 


The organization is usually based on operational considerations. 


Typical groups or divisions 


research 


bond analysis ) 
stock analysis ) 
trading 
individual trusts 


funds 


private companies 


would be: 

- compiling economic and other statistics 
and information on industries and corpo- 
rations 

- responsible for specific recommendations 
in each area 

- placing of buy and sell orders 


- responsible for portfolio management 


- responsible for portfolio management 
of pension and other funds 


- management of estate owned corporations 
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a SA 

mortgage - to pass on loan applications officers 
with senior appraisal experience in the 

real estate and mortgage departments 
are added to form the Mortgage Committee 


"wholesale" savings - receipt on special terms and investment 
of short term funds. 


The actual buying and selling of securities, when approved, may be 
carried out by either the bond and stock trading section or the 
securities department, depending on the particular company's organi- 
zation. The company treasurer or some executive experienced in fi- 
nance normally will head the investment department. 

Investment holdings of all accounts are reviewed by an invest- 
ment committee of senior officers. Typical procedure would be a 
weekly meeting. The investment department groups in charge of port- 
folios are responsible for regular review at adequate intervals. The 
committee also considers matters of investment policy and reviews indus- 
tries or specific companies at the instance of the investment depart- 
ment. Urgent matters may be dealt with between meetings by a group 
of members (three to five is common) designated by the committee. 

We have been asked whether directors of trust companies influ- 
ence investment to benefit other companies in which they are interest- 
ed. Certainly the Boards of most trust companies are largely composed 
of men having other corporate interests with which their personal 
interest may be involved. It is here that the trustee tradition 
mentioned in 1.10 has an important influence. The concept of conflict 
of interest is a routine precept, thoroughly understood and meticu- 
lously observed. But in any event the procedures outlined above which 
place initiative within an operating department militate against the 
exercise of outside personal influence. 

It should be added that an investment decision based upon the 
interest of a trust would not be disqualified because of the relation- 
ship of a director to the transaction. 

(e) Control Procedures 

Trust Companies are required by law to have their accounts audit- 
ed by independent public accountants. Under the Canadian and Ontario 
Acts specific requirements are made concerning the auditor's report 
to the shareholders and in addition the auditor must report upon the 


annual financial return required to be filed with the administering 
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pes ts ae 
department of government. Both statutes provide for inspection of 
companies and comprehensive examination of their affairs at least 
annually. 

All companies maintain a continuous internal audit as a con- 
trol on operations and as an aid to the independent auditor who ap- 
proves the internal audit program. ‘The standard measure for safe- 
guarding the handling of securities and for all payments are observed 
through the techniques of dual custody, dual control, and other 
divisions of authority. 

(f) Branch Organization 

Trust Companies are anxious to provide fully integrated trust 
services to every community in Canada through the establishment of new 
offices provided there can be forecast, with reasonable soundness, the 
eventual development of sufficient business to cover operating expenses 
and assure a reasonable profit after the offices are well established. 
Trust Companies are very conscious of the fact that increasingly more 
Canadians are using and requiring their services, and this in itself 
leads to the establishment of new offices wherever it is practical to 
do so. They are constantly alert to the needs of the general public 
and to develop new services to meet those needs ag they become evident. 
That they are alert and responsive to the needs of the public has been 
proved by the development of new services, improved methods and also 
by the extension of offices to serve the country. The trend in branch 
establishment is shown by the following table: 

agkl 1946 1951 1956 1961 
Number of offices in which a 
fully integrated trust business 99 109 131 142 173 
was carried on in the years - 


Number of other offices - 14 16 20 23 hh 


TOTAL pia ke: 125 151 165 217 


The second category relates to the "savings office" dealt with in 
1.43. 

New fully integrated branch offices are established as a 
result of many factors which include the following: 
(a) - A volume of business is frequently built up in a 


particular area through the use of the mails. 
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This applies particularly to public savings and 
mortgage loaning. 

(b) - Business development personnel working in an area 
may find and develop considerable business of a 
fiduciary nation, i.e. estates, trusts and agencies, 

(c) = Invitations to open a branch office are received with 
increasing frequency from local citizens who feel the 
lack of adequate trust service of all kinds. Often 
it is the legal profession which takes the lead in 
requesting and encouraging the establishment of a 
trust company local branch office. 

1.38 If these and other factors indicate that the opening of a 
branch office may be desirable the situation would be examined 
further. 

(a)  - Appraisal by directors and senior officers through 
visits to the area and on the spot discussions with 
responsible people who are in a position to assess 
the possibilities from the local viewpoint. 

(b) - The availability of sufficiently trained senior 
personnel to provide the degree of experienced and 
highly competent service that would be required. 

It is estimated that a staff of at least nine to 
twelve persons is desirable to man a new fully 
integrated trust company office and of these at 
least four would require to be of a senior level 
of trust company experience. Admittedly more 
modest establishments have not been uncommon. 

(c) - The availability of sufficient funds in the budget 
allocated to branch office development. 

(ad) -A study of general locations to determine popu- 
lation density, average personal income range and, 
as far as possible, the potential personal income 
range. 

(e) A study of general locations which would include 
traffic counts, availability of parking facilities, 


traffic factors and the direction in which future 
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development of a business area seems to be moving. 

1.39 Once the site of a new branch office has been selected, it 
is then the responsibility of the trust company's office premises 
department to supervise the planning and construction. Space re- 
quirements of a new fully integrated branch office would generally 
be of the order of 2,000 Square feet as a minimum, being approximately 
200 square feet per employee, having in mind the number of employees 
referred to earlier. As the branch develops, the provision of Square 
feet per person can be reducéd to apprcximately 125 square feet. In 
planning, it has been found wise to provide additional space beyond 
the minimum requirements which can be available on short notice and, 
in the meantime, leased to sub-tenants. New branch office space will 
be required to be properly air-conditioned, attractively partitioned 
and decorated and, of course, heated. The rental cost, without 
furnishings and equipment of this kind of office Space including 
adequate maintenance service, would probably range from $7.00 to 
$10.00 per square foot per annum. 

1.40 In establishing a new branch office there are, of course, 
three main items of expense to be considered -- Salaries, rent and 
advertising -- and, in addition, such other expenses as stationery, 
business tax, unemployment insurance, repairs, insurance, postage, 
telephone, charitable donations, auditor's and solicitors! fees as 
well as many sundry other expense items. An estimate is set at 
below of the approximate range of operating costs for the first five 
years in establishing an office providing all trust services. 


(Figures express thousands of dollars.) 


Salaries Rent Advertising Other Total 
lst year ho = ks 14, - 2h 12 « 12 15 - 18 81 - 99 
end year HO - 45 14 - 24 5-5 15 - 18 Th - 92 
3rd year 43 ~ 48 1h - ok 5 = 5 16 - 19 738. = 96 
kth year yy Lg thse 5 ae 5 16 = "19 19 - OT 
5th year 45 = 50 14 - 2h Fae 5 17 ~- 20 81 - 99 


It is generally estimated that it will take at least five years to 
reach the break-even point with a fully integrated office, but this 


estimate is on an over-all basis and not the break-even point for 


each department. 


1.41 Each area in which a new office is established requires an 


individual program for the development of business in which emphasis 
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would be placed on the particular phases of trust company services 
which appear to be most in demand. While the Objective is for the 
branch office to begin to show profit by at least the end of the 
first five years of operation, it is almost impossible to estimate 
the time that will be required for some departments (for example, 
the personal trust department) to reach the break-even point. In 
point of fact, there will undoubtedly be some departments which will 
be carried at a loss for a very long time in the effort to provide 
full trust services. As a general rule, economy would dictate the 
development, as quickly as possible, of the receipt of guaranteed 
funds and its investment in mortgages. This emphasis may make it 
possible to cover the losses of other departments which take con- 
Siderably longer to reach the break-even point. 

1.42 It is inherent in the nature of individual trusteeship busi- 
ness that a considerable degree of autonomy must be granted to branch 
Management. The exercise of discretions is daily routine and the 
business cannot be operated from head office. This fact and the 
variety of services and skills required in trust business puts the 
branch operations of trust business in @ quite different sphere from 
branch banking. This is well illustrated in the State of California 
where branch banking is permitted and where banks exercise trust func- 
tions. In this state, with a population approximately equal to 
Canada's, the Bank of America in 1960 had 658 branches but trust busi- 
ness was conducted at only 27. 

Lih3 Until comparatively recently, it was the practice of the 
companies to maintain one office in the central downtown area of each 
city in which they did business. In the early 1950's most cities 
experienced a movement of population to the suburbs and fringe areas. 
With this movement grew a demand for a full range of shopping and 
services to be provided within easy access to large residential con- 
centrations. The demand became more urgent as the problem of transpor- 
tation and parking worsened in the downtown areas. 

1.44 Shopping centres in the suburban areas seemed to be the 
answer, for these centres not only provided the range of shops and 
services which the public demanded but they also offered adequate free 


parking facilities. Such centres brought about changes in shopping 
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habits and as they became increasingly popular, stores were opened 
Thursday and Friday nights as well as all day Saturday. The later 
50's saw trust companies opening offices in shopping centres and 
the chartered banks were also establishing branches in these loca~ 
tions. 

1.45 Depositors with trust companies have traditionally enjoyed a 
higher interest rate and longer business hours than were available at 
other financial institutions. It was logical to establish office hours 
which coincided with Shopping habits. The trust companies in the subur- 
ban districts therefore remain open two nights a week as well as all 
day Saturday. The growth of deposits in the suburban offices clearly 
indicates that the trust companies are meeting a public need. This 
new kind of branch, while primarily directed to attracting savings, 
is used also for finding mortgage investments, conducting a real estate 
service, and as a feeder of fiduciary business. It is customary to 
arrange appointments at the branch for clients who wish to discuss 
wills and estate matters with qualified officers of the company. It 
will be obvious that branch expansion of this kind will involve sub- 
stantially different cost and profit factors from those discussed 
above. 

(g) Personnel Policy and Practice 

1.46 Total staffs of Canadian trust companies number in the region 
of 7,000 people, about evenly divided between men and women, with 
aggregate annual salaries of about $30 million. 

Executive positions and those calling for training and 
experience in specialized fields, such as trust administration, invest- 
ment research and management, pension trust development and real estate 
appraisal are usually filled by men. Women are employed extensively 
for clerical work, records, machine operations, stenography and filing. 
Female staff turnover is rather high. 

Trust company staffs, particularly male staff, traditionally 
have included a relatively high proportion with long service of 25 to 
20 years. Turnover of men is relatively low after the first two to 
three years of service during which a proportion of the younger men 


leave, including a number who wish to take advanced education. 
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LAT Male staff for trust companies is generally recruited from 


1.48 


three main areas: 


High School graduates (junior matriculation 
standard generally required) 


University graduates (principally Law, Commerce 
or Arts with emphasis on Economics.) 


Applicants with a few years of business experience 
(not necessarily in the trust company field.) 


Certain companies tend more than others to employ qualified 
lawyers for trust administration and executive posts and almost all 
companies have some law graduates. Increasingly, there are openings 
for public accountants. The main interest is in future leadership 
potential, regardless of standards of formal education, and it is 
primary policy to encourage the development of staff of this calibre. 

To attract suitable applicants, personnel officers maintain 
contacts with placement and vocational guidance officers at univer- 
sities and high schools and visit universities for campus interviews. 
use is also made of the National Employment Service, executive and 
professional placement services, newspaper advertising and office 
employment bureaus. Because of the specialized nature of the work 
which requires extensive internal training and experience, men are 
generally taken on under the age of thirty-five, but in some 
companies, older men are employed for less technical posts which 
do not impede channels for training and promoting younger men. 

Trust company administrative work, being quasi-professional 
in many aspects and highly personal in dealing with clients' confiden- 
tial affairs, requires not only the highest character but above 
average qualities of ability and temperament. In celecting male 
staff, standards are therefore high, selection being based on edu- 
cational qualifications, initiative, energy, characteristics for good 
relations with clients and fellow employees and potential for advancement. 

Salaries and wages in the industry are considered to be in 
line with those in the financial group. Indeed the necessity in recent 
years of competing in the market for recruits has tended to create a 


common salary and wage structure. 


1.49 The training of trust company personnel is largely "on the 


job". However, this is often augmented by orientation courses and 


rs eee, to Stan woh ‘ae ane simotiaat 7 
y, Sao oak ne ost a es ae | 


a ate cabset te, ans 


Rene 
Ty be) 


‘ oe 


_ r fine 
v 7 “a vt ‘baa pokeoote is ao Yo womahia se £2 solani Nein 


ai 
Ps 


wonities att oe ‘Gata Po. vasatag.° ra sii 238% groom eat, yarlog 1 


: aes ae 


vo s my biate 2 | . in & rs to  e me ‘stony 
— i ysendt S shri tes Bis paella 7A he 3 : Stal : ant Ee ae Eee mae Fie 
psec nats ae Dt vids eu Tee Sait 


6 . J ee es A etd ~* r As, 4 baka pie 3 hey i 
oe pe veteabyst Gira? Yor. Barrie Te bnEAY Oe hes Es RAR i Sag 

| rent : : 7 co ca ‘ ve ow OF x mon Fn teed 

Oe) Bea grizvusene ,e2tyreh cWwaaycag me f psrok Iii stn ehh a Qe 4 £8 at se . 


es iy * wale Asa 
1 : vi j "1 2) Tr “3 . 4 no - oe Ne reo ae ae 


‘4 rh ‘ , ree ky 4 Cy PPT : tS if 
*) an | u aokhte coal les Lee VEe Ee peer se S a <— # i£G 


4 


Saunt shetay |Y) | 


re dass 
4 ous abe eee here cash 1 Soeey 


; a va Ue kes path be oe ya ay 
ban, fer arid a unt suitga PRETO MES, Pee), SON ree ‘emg Lata pe 7 


if) ie gH PRES hie: iN cereeey 
i | | t ns es res Pace be pe i a 


Z 
x) 


mee 


Ay i : ' : oF, Aw wrece caer Tse wats wu Pe Phe y Go. Re Ties vd “ i 
Manresa BILE cabaret Dei man ag), rib 7 
; pam fae \pomshrG he me mana Senora, stele ea 
; viestt diay a fay “hoa SRSA Hg Bee oh ee p 
| | . : Sore can en ey Rae | BEE bon 
‘ ie) a ae oh FS “ae he ad ey fea hte | ae he! ; Ww ist bet ¥ 
‘ a | Views eal Ue oe WE Pee Ett i) % , j sk Sees ae es Fat —_ 7 %G 
y arm oT Tu ane A Whe ae BANE 4 > ae od Rae ‘ ; b "¢ . z 
: i : ak Swtiogadiens iis dapaee 
5 : ; ‘ ste ee greats a rey, Pe Mee ce ae 


: Kak der ede Taorculsed st set havb tone gts seat weblo! <ul diy hea Pd 5 
f ey : ad J Scag eee ok a ai Pettys Ar < pres : 
, ke a Diy VES fey mg Rae naa seetis 


o 


i 4 ; : 4 hae oe ae | >» mp af rer me tts 'y Jove G } ve, 
i Pry Vat Pte Ps te 1} tau t, ee AE Seer ee * ry 
a 7 - ;‘ Fa ci EEG Genes Pah hy cares dee ete ys Miike readin ns ¥ ati _ 7 : ar Aa 
j re ky tw nat Ap at ae teet eek i 


phe ‘onstaoobonpee WED RAOUL REI NTN A YRBGAO Fabris 


(epi tase ai a pied tae ‘sta 
i | ‘pitdd: tins Ame oat 6 eh inpot gw 
‘eo we POIs u 


=: 
, 


r : 
: 3 a Te hk on ok te ae a eae 5 1 Se Alf i th i y 4 
; ay eLanBhhd oa sex, oD i etepime serge, Dene SB 50 Shi Ligue 
| if, ," cea ’ ee a > : 
7 5 ; * Het Cs ai) eee aia 


of pute Bieakt ented arte hon lk”) weGtonnis ose vivabaad® 
: ; ie eieeem ed aker | re eet Toe a : TH Ps 


bone! ket! Baby Alinta WESI9. ag eck ‘ av 7 2 is mL <8 : sta * ui 
trpmnaisetl tet biksmetos ben genyaym,.voidet fur vmod io ely wk 
| eee” oF balsebtawos osetia awhe Laser ot ter bee, ee vinta, Oa 
. degen al Yttaasoon say ost LOT, ie? Lene 3 i a ais A 


& sree ck Srevss peg Setowss sO vette. sit ak poteeque 


j i at :Ao! -elexiat as Lotesgy tS “ VA OSS ‘rks iO acicnterw ent 


oy 
ati 
i 


. Bae Rares: aobiednetys  Ldtaenyas edo. wi. aid? . vey 


a § a 
regular classes and discussion groups within companies. Many 
companies conduct continuing classes as part of a training program 
in the field of personal trust and estate administration and some 
companies have operational training groups to provide individual 
and collective training for new men entering these fields. 

Trust companies make available to their employees enrolment 
in a comprehensive four subject correspondence course conducted by 
Queen's University under the auspices of the Trust Companies Associ- 
ation of Canada. It normally requires four years for completion. 

In addition, many companies encourage staff to take outside courses 
on technical subjects related to their employment. Such specialized 
courses might include real estate management and appraisal, invest- 
ment analysis and machine accounting. Many companies pay for part 
or all of these extramural training courses, and this policy is 
applied in some cases to night courses for university degrees. 

1.50 Historically, the policy of trust companies on promotion has 
very definitely been "promotion from within" and this still applies 
for the most part. Senior executives, with few exceptions, have 
risen through the ranks and have had many years of experience in 
their companies. On occasion, trust companies do reach outside 
their organizations to fill senior positions but this is nearly al- 
ways in technical or professional areas. 

The continuous and more rapid growth in trust companies in 
recent years has provided opportunities for relatively rapid promotion 
for men with ability and willingness to work. However, a candidate 
for advancement must generally have gained a sound basic knowledge of 
some phase of trust company work through several years of experience 
in the company. As in other areas of business, engagement of staff was 
virtually at a standstill during the depression and war years so that 
natural attrition as well as expansion are providing increasing promo-~ 
tional openings for younger men. Indeed expansion in recent years has 
created very serious problems in some areas, particularly management. 
(h) Evolution of Canadian Trust Business 

a sd. The schedule which follows gives an indication of the 
relative size of all trust companies registered and conducting 


business in Ontario during 1960 as ascertained from the "1961 Report 
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« 15 
of the Registrar of Loan and Trust Corporations for the Province of 
Ontario". All figures are for the calendar year 1960. It will be 
noted that one-half of these companies have been operating since the 
turn of the century. Apart from the historical features discussed in 
3.01 there has been a long term tendency in all sectors of Canadian 
industry for businesses which were originally local in character to 
achieve national stature. It was natural that this process should 
involve mergers and acquisition of localized institutions by expanding 
organizations. It was natural too that trust business should emulate 
the chartered banks in developing the branch system as a sound method 
of making trust services available across the nation. This is not to 
Say that the branch system is required in our industry. Indeed, for 
the reasons discussed in 1.42, it presents difficulties. These find 
their root in the nature of the business which will always ensure a 
place for purely local institutions. 
ede Following are some mergers of recent years effected by the 
acquisitions listed below: 
Montreal Trust 
- 1955, The Brockville Trust and Savings Company 
- 1957, Prince Edward Island Trust Company 
- 1961, Acadia Trust Company of Truro, N.S. 
The Royal Trust Company 
- (1956, Barclays Trust Company of Canada 
~ 1959, Okanagan Trust Company 
Trust Yeneral du Canada 
- 1957, Sherbrooke Trust Company 
Guaranty Trust Company of Canada 
- 1958, The Equitable Trust Company 
- 1958, The Western Trust Company 
- 1960, Prudential Trust Company 
The Canada Trust Company 
- 1961, British Canadian Trust Company 
In December 1961, a merger was effected between The Toronto 


General Trusts Corporation and the Canada Permanent Trust Company 


to create the Canada Permanent Toronto General Trust Company. 
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hes Dealing first with the matter of mergers, we recognize that 
the history of trust business in Canada is marked by amalgamation 
and consolidation and it is thought to have brought a stronger, 
better integrated industry, providing over-all a better service to 
the economy and operating aggressively in an atmosphere of active 
and healthy competition. It is reasonable to suppose that the 
public interest might benefit from further amalgamations in the 
industry which wovld have their justification in the same con- 
Siderations which have been responsible for this trend in the past. 
Provision is made by existing legislation for the protection of the 
public interest. 

come Dealing next with the matter of ownership of trust company 
Shares by chartered banks, a preliminary observation is relevant. 
There is nothing new in an association of interests between trust 
companies and chartered banks: such relationships, ranging from 
very close association to casual and occasional working arrangements, 
have existed for many years. In the first place, the trust company 
is a bank client. The bank accounts of every trust company for its 
estates, trusts and agencies, company and guaranteed funds and 
corporate trusts are very important accounts for any bank. If the 
trust company accepts deposits subject to the "“chequing" privilege, 
an arrangement must be made with a chartered bank to clear cheques 
drawn on the trust company through the clearing facilities operated 
by the chartered banks. 

Beyond this, however, the two institutions offer financial 
services which are in many ways complementary and each finds it con- 
venient to refer its clients to the other for services which it does 
not itself perform. Such workings relationships exist and have 
existed for many years between most banks and one or more trust 
companies. This kind of relationships described are bound to be 
‘closer where either institution has a financial interest in the 
other. 

BS ie There seems to be no valid reason why the public interest 
should be adversely affected where the ownership of trust company 
shares can be considered to be merely an investment by a chartered 


bank. It should have no greater significance than the kind of existing 


sat etx p to bah 


7 
Aes ne 
us ) 
. a 
a ¥ ea | is 


ED es Seat hee ike 


fans eas a Bd Ba scot ce 


isnadiia > sagen Svan 


© ag’ % ot: ; 
aoe . reo \ 
OViToOR xo yey cit aden iB ne eEl 

sql? reas sagt = oF ylda 

ar e peqitek = tee ey Ch 
Snir f= ates ine rd ey Ts pe pes 1 FE 


z : we ace eae ee os “ih 
: = H : ' A Peg oe Sac s.| ae oly a 
aio sama ode ni moractiitant tony Syar.eeeow dat tah ‘vstoiitod | 


fitageaeax hosd shest wisaity sdortstebte 


teag ‘Sad ak Gas esr wot 


" i ae A _ 5 ‘: Bib tel lage ee Lee z bite * “ 
ai noktosto nn: sit wot soigeloetaes Belediae i eM BL 
> + am - 
- ; ' . 
. Fan tow 
. . i R os oa 5 . 
“ a : f > +f <6 few hens on ete Na i 2) ‘td 
7 4 eb a regen Sh 1 Mc be Pi ee eT | Me LES 
VEESONO: ass SO ima veawo; 2 ss SG de iT AP dE 
Sete f 
. a 
“6 sna Pe < fi. sy ; yy . : SNE: rt *} a goa da uv. 
* ait 4 Ls BZ ar j PS y G ¥% at Ol fan Le / 4 q* ee rk a) 
2S ey tan 
; , fae sie N a2 oh ca ol 
wat ‘ “ ee * Cu “ oy ty oF err: a4 
gj. ar rho Pe TO HOL pies wf 2 i si Pd Gf Slee: 
thee . a . Re ete Oe Berk Bt : , ae . 
¥ es a ; y to > aa eee eee ee Ae F aU act ie 
if cumtor 5 ot ony - ae > ora nes, ; =) 
anes polyisir ,agisuco tases cave et pigvéiyet > fs ae leq 
ri? ‘e , . vs 
care d A i 
“ ‘ ? wr a os ee” rh a rh Tet on 
SIVOWIAIH TS BTA TOW LAG. eae r £aacs. OF SOQan 2 iotaae 0 VAIS 
i v y rr «or q lhe a 
non tai oosia ack? : ee A e stalxe ovad 
Papi ef hPa yw a . ak ey rete , ou ; L 
at . * " sd Pas a) mes tt % Tt 
Bor ces ya DOSING AX a q Ds ingd £2 
5 t 
i 5 Y preg} ore 
oo 7 ye if? . ¢ ares } iy awe ae 
aed ie i > iL «als ! ar - ‘4 
' 
‘ f + . a . sedan 
Ay (i & I : “er ayy ’ ’ tS, P| ’ : ? Fs TOW 239 
| 5 es i Ae i. 
rae é D Ab - oer y 0 fe 
a oak me kee a > ane JF. LP sours wan tyr 
x 
4 
2 a h ane ODEs = 
ss i ar an Rye ; " ¢ 
Jilay "Ts , wt + 4 / 2 , { i ey 
: “, " “s Cathie Sees. 
{ - *> ~ 3 "h De te be 
ret tur | Dt G tt off 20 OWERD 
. te ca ai 
io bodes, ont Me 
1g. ees re oT i ms oe 
ni RM es ee se Aes he in Bee F 
eS bl Ce ; , : Fy } SEO > | : 
na a) se ae r : om ; iy 
~ ee ’ Pd r . 6 i . ar ae: ad * . J { 7" I oo dye PY "fs & 
— tes r iy mi , 
<sfits hd sus Pyriny ‘ aie , : * t ‘ e ‘ was » h fot taev 
« j ee - i = a 5 ae 
‘ y ¢ Pe « " . > 
"at op wae 2 +i t x tad ir? Fea 
ran ws ‘ on , x ; r 
meget | : f : ae Cae 3 135) De 
WR ew he ST he ‘ee ‘ ; ~~ , ‘ , : 1 he ay Roce 
eee ae fe FEO om, D | nee at Betekes 
> Ws f [ : ; iis 130 4 ¢ 
a Og s1KAS ES, y ay ; Tt . ‘ ‘ swe . 
ie i Aha : i NAS 
; ner 
ee : iG a 7 t A e- . B * ry : Hh i 
i ‘ yi T, its sy 4 a t y ae aL 
ao A abd , ¢ Tt ; Kas “ob Py) : 
A 1 An 
j ad fj 
Lee 7 
ees) 
we uae ee ‘ 7 j 
4 4 ; , 
‘ f 
. pea ys Pry ; 4 lay ve 
s : i iy 
me ’ H = : a r vie : hd 
nae Pe ei ae . F & Ch a ae 
SALOME Sage . f j F pers onl bj gly ; 
— gnaps j ee iy + : rd 
' iy : 
Ferrey eed ‘ . Er : 
renee ptr a Ly, <2 be ty re Petals ¢ v oe Ws j is , i fa ‘ 
7 - | ve i eS 
¢ Rn aes {te ete a ee : 
" Te ki ie P tt & “0 Brentaoves _ ae. oe » ¢ ae b . : , 
? ww («CUS - 4 U id 7 L*et ; ' ) ar ‘ “ey : 
- , Pl hiaiog od geo estade = 


rey ah roms opie aba Boidagetnt 


OF 90 SV'ESa wgrad Ss CEpawaten A kas 


ccd MOT. PIRotsd drinkm Ree: souatizt oktdieg 


of ae wing 


. 
: 


an Lp peiyO 


es 
a 
Pas 
Bo 
4 


me 
. 
** 


rogeevind dt i nobrtteqmes » sgaldtin aul 


iG 


aL 

relationships described above. It may result in benefit to the 
trust company concerned as against others having looser bank 
associations. But whatever the result for other trust companies, 
there is no necessary connotation of disadvantage for the public. 

We regard competition between the various types of inter- 
mediaries as important in the public interest. It is an element 
in achieving the maximum value of their roles in the capital 
market. It does not appear that ownership need affect or is likely 
to affect this feature in view of the number of institutions which 
maintain intense competition in each area, Certainly there is no 
evidence that the direct competition between banks and trust compa~ 
ies for savings has been lessened by any of the associations which 
exist. 

1.56 Somewhat related is the investment by finance companies in 
trust companies. An investment interest of the kind described can 
evolve naturally out of business relationships and it is difficult 
to see how it could have an adverse effect on the operation of the 
financial system. 

ie 7 The rapid growth of financial institutions in general over 
the decade from 1951 to 1960 in terms of total assets (assets under 
administration in the case of trust companies) is summarized below. 
The percentages shown reflect the compounded annual growth of the 
various segments (listed in order of size) and are based on the 
figures in the schedule which follows. 


1960/1951 1955/1951 1960/1956 


Charted Banks 6.6% 7. 6.0% 


Life Insurance Companies 6.5 6.4 6.6 
Trust Companies 8.4 6.2 10.9 
Instalment and Other Finance Companies 15 4 219 7.0 
Mortgage Companies 8.5 8.4 9.8 
Fire and Casualty Companies 9.7 oye 8.6 

Weighted Average 7 AD 7.6% T Ot 


It is interesting to note that the average annual growth of 
the trust industry between 1951 and 1955 was the slowest of all insti- 
tutions surveyed - 6.24 v. 7.64 for the group. However, in the 
extremely more competitive conditions of the 1956-1960 period, the 
trust companies surpassed the group as a whole with an average annual 


increase of 10.9% (7.2% for all institutions). On balance over the 
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decade, the trust companies' total assets rose slightly more rapidly 
than the group at 8.4% v. 7.49%. 

1.58 While the trust industry has had a rapid rate of growth (as 
measured by total assets under administration), more or less in line 
with other financial institutions, it should be noted that the trust 
companies’ profits are smaller than either that of the chartered banks 
or finance companies, not only in dellar figures but, more importantly, 
in rate of return on shareholders! funds. The schedule which follows 
indicates that between 1956 and 1960, the trust companies had an 
average return on shareholders! equity of only 7.95% compared with 
8.48% for the banks and 12.734 for the finance companies. In actual 
fact, the finance companies! return averaged 13.19% if the intangible 
assets are deducted from shareholders! funds, which is conservative 
accounting. The loan companies had the lowest return on equity 
during the period surveyed at 7.46%. 

1.59 The nature and extent of trust company services in Canada 
over the years has been conducive to strong competition. In 
seeking to take advantage of opportunities afforded by the in- 
creasing demand for their services in a growing economy, trust 
companies have pursued aggressive business development and expansion 
programs. Although the companies that conduct a general trust 
business are fewer in number than they were ten years ago, the 
number of offices has increased as shown in 1.36. Fifty-two offices 
have been opened in the past five years, many of which are located 
in shopping centres and in the newer residential and business 
sections. They are often in competition with nearby branches of 
Other trust companies and compete with downtown offices in a number 
of centres. 

1.60 As gatherers of savings, one of the strongest areas of 
competition between trust companies is the attrection of deposits 
and other guaranteed funds. Here competitive factors extend to 
offering convenient locations and longer hours of business. But 
the essential basis of competition is the interest paid for funds. 
The schedule which follows is an analysis of competitive rates which 
appeared in the Financial Post of May 5, 1962. Because deposits 


and guaranteed investment certificates are such an important part of 
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trust company operations, and because contact with the public is 
broadest in this particular field, competition will continue at a 
high level, 

1.61 In the mortgage field interest rates and terms show appre- 
Ciable variations. Some companies allow higher valuations on 
property and make loans in areas where other companies will not. 

If funds in the hands of a company for investment are plentiful, 
mortgage money may be offered at a lower rate in order to get it 
out. Mortgage interest rates on Similar security under the same 
terms and conditions might vary by as much as 1/2 of 1%. In 
seeking to obtain mortgage loans, borrowers frequently "shop 
around" in order to obtain the most favourable rates. 

In estate, trust and agency services there is aggressive 
competition between trust companies for new business. Most trust 
companies maintain business development departments and actively 
solicit appointment as executors, trustees, managers of investments 
and other property and a broad list of financial services. Large 
sums are spent each year on advertising. No two trust companies 
are exactly the same and they exploit all the factors which affect 
public preference - location, facilities, service, personnel, 
financial statistics, prestige names on Board or staff, and even 
antiquity. The same competition exists in offering corporate services 
such as stock transfer and other agencies, bond trusteeship, pension 
fund trusteeship, etc. 

1.62 The desire of trust companies to compete in as many ways as 
possible and to make their services attractive has resulted in an 
increase in the number of trust company services available today. 
Certainly it has raised the standard of all services. Although 
successful competition has resulted in increased dollar volume of 
business, the cost per dollar of acquiring and servicing new business 
has grown as well. There is no doubt that the Canadian public enjoys 

today, at no increase in cost, a quality and breadth of trustee ser- 

vice far surpassing that afforded by the industry in the past. 

(1) ‘The Trust Companies Association of Canada 


The coming together of trust companies into association was 


1.63 
brought about in Ontario and Quebec in 1932 by the necessity for 
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creating organizations to provide "an opportunity for consultation 
and co-operation in matters of interest and importance to trust 
companies". The Trust Companies Associations of Quebec and Ontario 
have a history of thirty years. Each concerned itself only with af- 
fairs in its owm province. Subsequently similar associations were 
established in several other provinces. With the continuing growth 
of trust business and the national extension of branch organization 
it became obvious that only an association national in scope and 
character would be adequate to serve the industry. 

1.64 In 1952 The Trust Companies Association of Canada was 
formed. It consists of six local provincial organizations or 
sections in British Columbia, Alberta, Saskatchewan, Manitoba, 
Ontario, Quebec, and two regional sections, New Brunswick-Prince 
Edward Island and Nova Scotia-Newfoundland. The activity of the 
sections is limited to matters within their owm areas because 
operations of trust companies are conducted under the jurisdiction 
of provincial laws. The Trust Companies Association of Canada is 
an unincorporated organization. It has twenty-eight member 
companies incorporated under federal or provincial authority. 
Membership is voluntary and the eligibility requirement is the 
provision of general trustee services. Member companies have two 
hundred and seventeen offices in large and small centres in every 
province in Canada, 

1.65 The purpose of the Association, as set out in its Articles 
of Association, is as follows: 

"Recognizing that trust institutions and the services 
rendered by them to the public are in integral part of the 
social and economic structure of Canada and having in mind 
the desirability of continuous effort to improve and widen 
those services through co-operation in a nation-wide associ- 
ation of trust companies, as well as through membership in 
similar provincial organizations, the objects of this 
Association shall be: 

1. To foster sound and equitable principles in the 
conduct of all phases of trust business 


2. To afford through meetings and otherwise opportunities 
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for consultation, and co-operation in 
matters of interest and importance to trust 
companies, 

3- To gather and distribute information of interest 

and value to members. 

4, And in general to promote the interests and wel- 

fare of trust companies and those they serve." 

The Association's affairs are carried on by a president and 
executive committee elected annually from representatives of member 
companies, 

1.66 The Association is interested in all provincial and federal 
legislation which may affect any aspect of its members' services to 
the public or the conduct of trust business. Each section scrutinizes 
provincial legislation and whenever necessary makes representations to 
local governments. The national Association keeps in touch with 
federal legislation and the government departments which administer 
it. In matters of importance to trust companies generally various 
government departments have indicated a strong preference for dealing 
with the Association rather than with individual companies. The 
Association frequently has been invited to make submissions to the 
government on many subjects. Many of the members of The Trust 
Companies Association are members also of The Dominion Mortgage and 
Investments Association which acts in their behalf in respect of 
investment and mortgage matters and legislation affecting them. 

For this reason there is a close relationship between the two 
organizations. 

1.67 The bulk of the continuing work of the Association is 
carried on through standing committees which deal with various 
trust company functions. These are: 

Employees! Training Course 

Institutional Advertising and Public Relations 
Savings and Guaranteed Funds 

Income Tax 


Pension Trust 
Stock Transfer 


There are also standing committees of provincial Associations 
on such matters as trust administration and taxation which become 


matters for provincial action by reason of constitutional considera- 
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tions. A number of the provincial Associations also have local 
Stock Transfer Committees, Committees are also appointed from 
time to time to deal with Special projects. For example, during 
the period of acquisition of Petroleum and Natural Gas leases by 
the oil companies engaged in development, oil royalty trusts were 
being accepted by most of the companies. A committee undertook 
a study of these trusts in order to standardize the rights and 
obligations of royalty owners and the investing public arising 
under the trust agreements and a new form of trust agreement was 
generally adopted. 

1.68 The main concern of all these committees is to deal with 
mutual problems of service which are constantly arising. How, for 
example, with the advent of data processing, should accounts be 
presented to the Courts? What should be the required provisions 
of pension fund agreements which will clearly establish the duties 
and responsibilities of trustees? How can we co-operate with the 
stock exchanges toward the operation of a depositary system which 
would largely eliminate the holding of stock certificates for 
Exchange members' inventories? The subjects are endless and the 
effort is to meet the needs of the public and to constantly improve 
the standard of service offered. 

1.69 Outside the technical area, their work is required by the 
Association's concern with matters of policy. It is important that 
the industry should be concerned with social problems to which the 
functions of the companies are related. The committees conduct 
studies and make reports upon which the executive may base decisions. 
For example, the Pension Fund Committee recently prepared, for approval 
by the executive, a statement of the Association's position on 01d 
Age Security. This committee is also largely responsible for the 
portion of this document dealing with pension funds. 

Lé7O The Association is a voluntary organization: it has no 
constitutional powers of self-government for the industry. Its 
work as outlined above is to improve the standards of service in 
the industry. In the area of rates of compensation for services 


charged by trust companies, there is no authority or coercion 


exercised by the Association. 
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1.71 The Association committees are composed of representatives 
of member companies who elect a chairman from among their members 
annually. These committees study and recommend uniform methods 
of computing fees, i.e., the listing of operations to which a 
charge is attributed. Some of the committees, particularly Corporate 
Trust and Stock Transfer, have carried out cost studies which include 
an examination of practices and experience in the United States and 
elsewhere. This has tended to create a uniform attitude toward 
compensation for these services. The companies, however, establish 
their own fee schedules and these may vary in application. For 
special and non-routine services, the charges differ considerably. 

lafe While the Association has no authority to coerce any 
member, it is obvious that it has an influence toward uniformity. 
The very fact of membership, common objectives and continuous 
co-operation all work toward this result. This may tend to reduce 
competition in trust services on a purely fee basis, but there is 
no question whatever that competition for business is extremely 
keen. It is based mainly on quality of service. The public un- 
questionably benefits from this and has benefited by the con- 
Stantly improving general standard of service which the continuous 
effort of the Association has helped to achieve, 

(3) Trust Business in our Economy 

Lots The range of trust company services offered to the general 
public varies considerably between companies. All companies, however, 
provide the essential fiduciary services, requiring professional 
management of assets. Some offer the more developed services des- 
eribed elsewhere in this symposium to individuals and corporations, 
organizations and institutions. Most companies receive deposits and 
other funds for guaranteed investment. 

2.74 The basic function of trust companies can best be summed up 
as the professional management and economic employment of funds en- 
trusted to them. The benefit which accrues to the owners of this 
capital by its preservation and its productive use will be synonymous 
with the benefit to the nation as a whole. Although the investment 
skills employed by trust companies in the administration of their 


individual trusts and collective trusteeships do not enter into their 
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~ 22 « 
corporate trust and agency services to the same extent this third 
role nevertheless finds them performing services which have a 
Similar Significance -- protecting capital investment. 

iets With the wider distribution of wealth in our expanding 
economy the level of financial sophistication is certainly rising. 
Nevertheless, the complex and ever changing investment climate 
creates a growing need for trustworthy professional management of 
capital assets. The growing realization of this fact is evidenced 
by the increasing business entrusted to us and to many investment 
intermediaries. The trust companies' success lies in meeting this 
need over such a wide range by the variety of its services. It is 
illustrated by the continuity provided in managing the affairs of 
a client -- from his first savings account to the final distri- 
bution of his estate, where the process begins again with a new 
generation. 

1.76 The operations of this kind of institution continually 
increase the proportion of accumulated savings of the nation which 
gets into institutional hands for investment ee ene The 
trustee feature, in individual trusteeships, therefore accomplishes 
the same purpose in attracting accumulated savings as do the various 
kinds of claims offered by investment intermediaries in attracting 
current savings. That institutional care and management of savings 
benefits the economy should require no advocacy. It may also be 
reasonable to claim that, in some degree, institutional investors 
perform the function which is discharged by some form of investment 
issue control in a planned economy. The new issue market depends 
primarily on the acceptance of issues by institutions. 

a oF 6 The function performed in the capital market by trust com- 
panies through their collective trusteeships, as one of a large group 
of investment intermediaries, is well known. Its value to the 
economy lies not only in their investment management of savings -- 
in providing social capital to both the public and private sectors 
of the economy -- but in the stimulation of saving itself through 
competition among themselves and other intermediaries in attracting 


funds. 


17 The significance of the trusteeship feature is qgifficult to 
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appraise. It provides an additional security for the saver who en- 
trusts moneys to the trust company for guaranteed investment, as will 
be explained in Section 3. In individual trusts, the security of pro- 
vision for dependants afforded by the corporation executor is clear 
enough. But another trustee function provides an interesting example. 
Private pension plans are one of the class of institutions known as 
investment intermediaries, They attract savings by offering claims 
to old age security. If the plan is insured, the savings will go to 
an insurance company to purchase annuities. If the plan is implemented 
by a trusteed fund, the Savings will probably go to a trust company 
because personal trusteeship of pension funds is becoming obsolete. 
The development of this second form for implementing pension plans 
has without doubt greatly increased the scope and utility of volun- 
tary provision for employee pension plans. As will be explained in 
Section 2, many new avenues for flexible and effective retirement 
provisions have been opened up through the emergence of trusteeship 
in the pension field. 

1.79 The investment skills of trust companies are supplemented by 
a highly specialized skill which is an essential feature of their 
many services. This skill, real property appraisal, is employed in 
making sound mortgage loans with funds received in individual and 
collective trusts. The trust companies, along with two other inter- 
mediaries -~ mortgage loan companies and insurance companies -- also 
serve the economy by providing capital for housing and other con- 
struction. Their importance in this field is discussed in detail in 
Section 3. 

1.80 There are two types of investment intermediaries which employ 
savings in a specialized field but which traditionally do not collect 
Savings directly. These are instalment finance companies and small 

They receive savings indirectly through various other 


loan companies. 


institutions. Trust companies do not channel savings to small loan 


companies but finance companies which can meet the statutory invest- 
ment qualifications sell their obligations to trust companies. In 
this way capital is provided indirectly to another important sector 


of the economy. The same kind of indirect financing is effected 


through the large deposits of trust funds maintained by trust companies 
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1.81 In the performance of all of their functions, trust 


companies face active competition. As an example, some services 


are listed below to show where competition arises: 


safe custody 

estate and trust administration 
investment management 

pension plans 

gatherers of savings 

stock transfer agencies 

real estate services 


mortgage loaning 


Chartered banks 


lawyers and notaries 
and individuals 
investment counsel 


life insurance companies 


numerous other investment 
intermediaries 
corporations themselves 
may perform this function 
real estate firms 


government and institutional 
lenders 
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TRUST BUSINESS IN CANADA 


Section 2 - Individual Trusteeships 
Estates, Trusts and Agency Business 


(a) General 
2.01 The great bulk of assets under administration by trust companies 
are held on estate, trust and agency account. The performance of these 
individual trusts and agencies represents by far the largest part of 
the services of all the companies, and employs a proportion of their 
staffs much greater than the proportion of these assets in the whole. 
The asset statistics are misleading since they are book values and be- 
cause the practice of the companies varies in how these trusts are 
recorded. In many cases, only nominal values appear in the asset 
figures. This ET & A item does not represent corporate trusts which 
are not represented on the balance sheet in any way. *The billions of 
dollars of mortgages granted by corporation borrowers to trust companies 
in trust to secure bondholders would completely distort a balance sheet. 
2-02 The table which follows will indicate the growth of this part 
of trust business and evidences the increasing demand for these services 


by the public. 


Assets under Administration, Estate, Trust and Agency 


(000 omitted) 


1920 MN Te), 1956 $5,133,928 
1930 1,867,622 1957 5 582,378 
19ho | 2,673,859 1958 6,318, 998 
1950 3,638,469 1959 6,902,512 
1955 4,720,332 1960 7,369,429 

1961 8,142,835 


The figures are taken from the reports of the Superintendent of Insurance 
for Canada and the reports of the Ontario Registrar for Trust Comparies. 


They include pension trusts. 
(b) Estate Administration 
2.03 Of the individual trust and agency business dealt with in this 


section, much the larger part consists of estate administration. (Un- 


fortunately the accounting of the companies does not provide a break- 
down of the asset figure into the classification of estates, living 


trusts and agencies). Certainly when the public thinks of trust 


¥Amounts of cash received temporarily under bond trusteeships from time 
to time are held in trust account but are of little significance. 
(Construction funds, proceeds of property sales, insurance losses and 
redemption moneys are held for varying periods pending disbursement. ) 
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- 35 - 
companies, it thinks of executors. Estate administration results in 
most cases from appointment of the company in a will which becomes 
effective upon the death of the testator. 

2.0) A description of the complex and technical elements of estate 
administration is not required for this information paper. The efficiency 
of trust company administration arises from the use of specialists 
under the organization described in Section 1. Acting as auxiliary to 
a senior trust officer who is placed in charge of the account, apprais-= 
ers value real estate and mortgages, accountants analyze the value of 
private companies, specialists in death duties prepare returns and 
negotiate disputed valuations, income tax functions and problems are 
handled by a specialist department, professional experience and group 
judgment are brought to bear in every step. Since most wills provide 
for continuing trusts, assets will come under the management of special- 
ized departments, in particular the investment department. 

2.05 Where a will creates continuing trusts the executor is usually 
appointed "executor and trustee". The executor is indeed a trustee but 
his task as executor may be severed from the trusteeship of continuing 
trusts and terminates, in theory, when the executor sets aside the trust 
property which is the subject of the continuing trust. 

Continuing trusts involve responsibilities far beyond the 
management of the assets. Usually there are beneficiaries interested in 
the income of the trust ("life tenants" are entitled to the income for 
life) and other beneficiaries interested in the residue ("remainder= 
men"). Their interests frequently conflict and the trustee must “hold 
the balance fairly". The trustee may be given very wide discretions to 
use capital of the residue for the benefit of life tenants or for 
remaindermen in advance of the termination of the life interest. 

2.06 The testator may also appoint more than one executor or more 
than one trustee of a continuing trust. Where a trust company is 


appointed, a person may be appointed as well. Usually the explanation 


is that the testator wants the trust company for its skills, continuity 
and financial responsibility, but looks to the co-executor to provide a 


personal touch. The companies feel that this usually results from a 


lack of knowledge of how trust companies operate and a failure to 


reflect on the obvious fact that a corporation can only act through persons. 
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Trust companies are willing to act with co-executors but recognize 
a duty to point out certain attendant disadvantages. The fact is that 
the advantages of corporation trusteeship may well be lost. Since both 
trustees must act,there is no certainty that the personal trustee will 
always be available. The testator appointed the trust company because 
of his confidence in its business and investment judgment. But the co- 
trustee can veto any decision. Co-trusteeship frequently creats unavoid- 
able delays which make it a cumbersome arrangement although the trust 
company makes every effort to minimize the difficulties. 

2.07 Estate administration will also be required when a person dies 
without making a will, or when the executor appointed under a will is 
unable or unwilling to act. In such cases (and certain other special 
circumstances) an administrator of the estate is appointed by the Court 
and the appointment of a trust company is peculiarly desirable. Its 
knowledge, experience and financial stability are of exceptional value; 
they provide those requirements the deceased would have wished to ensure 
in his personal representatives. Subject to the necessary consents of 
persons with prior rights being obtained, the Courts are not hesitant 
to appoint trust companies in such cases. 

(c) Executors' Remuneration 

2.08 Provincial law governs matters of property and civil rights and, 
therefore, wills, the devolution of estates, the legal responsibility of 
executors and administrators and the subject of fees. 

The Trustee Acts of the common law provinces deal specifically 
with the responsibility of executors, trustees and administrators to 
account for their administration and with the subject of remuneration. 
Although the Acts of the various provinces differ in some degree, those 
of British Columbia and Ontario are indicative of all. 

Section 94 of the Trustee Act of British Columbia provides that 
unless accounts are approved by all beneficiaries or unless the Court 
or Judge otherwise orders, every executor, administrator or trustee 
shall pass his first accounts within a limit of two years and annually 


thereafter. 


Section 82 of the same Act provides for fixing the remuneration 


of trustees. They are entitled to a fair and reasonable allowance not 


exceeding 5% on the capital and income of the estate, for “care, pains, 
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trouble and time expended". The exact amount is decided by the Supreme 
Court or a Judge thereof, or by the Registrar if so directed by a Judge. 

2.09 In Ontario, no schedule for passing accounts is laid down by 
statute. The custom is that accounts are passed initially in one to 
two years and thereafter every two or three years. 

Section 23 (2) of the Trustee Act of Ontario provides that where 
the trustee's compensation has not been fixed by the instrument creating 
the trust or by the beneficiaries, the Judge of the Surrogate Court 
passing the accounts shall do so. 

Section 61 (1) of the Act deals with allowances to trustees 
and provides that a trustee shall be entitled to a "fair and reasonable 
allowance for his care, pains and trouble and his time expended in and 
about the estate". The Judges in Ontario, in allowing compensation, 
apply varying percentages to capital and income receipts and disburse-~ 
ments. They observe the same maximum of 5% which is statutory in 
British Columbia, but make additional allowances by way of management 
fees in certain circumstances. 

z «LO It would seem that this method of awarding compensation is follow- 
ed fairly closely in almost all the common law provinces. In the prov- 
ince of Quebec, however, remuneration of executors and trustees is not 
fixed by the Court and the beneficiaries are asked to approve accounts 
and to agree on compensation. 

ie aks A serious inequity in compensaticn custcm is that no addition~ 
al compensation is allowed even though the testator has appointed more 
than one executor. The percentage award must be shared by co-executors. 
The basis of the division between the trust company and their co- 
executors is usually a matter of mutual agreement, although a Judge of 
the Surrogate Court has the power to apportion compensation. 

This rule on compensation poses a serious problem for trust 
companies and is certainly illogical and unfair. A testator who insists 
on having more than one executor or trustee should expect to pay them all. 
The duties and responsibilities of trust corporations are not decreased 
when they act with co-executors or co-trustees in the administration of 
an estate: on the contrary they are increased. 


2.12 Trust companies endeavour, wherever possible, to obtain the 


approval of beneficiaries to their administration as disclosed by their 


accounts and to compensation for their services. This can be done only 


when all the beneficially interested parties are known, are of age and are 


competent. 
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2.13 Some of the difficulties regarding compensation and in par- 
ticular that relating to co-executors can be avoided by agreement with 
the testator in his lifetime. Many companies suggest that such an 
agreement be embodied in the will which appoints them. A flexible 
element is necessary and one commonly used in Ontario provides: “I 
agree that the compensation payable to X Trust Company for the admini- 
stration of my estate shall be according to the above schedule of fees. 
It is understood that this agreement may be terminated during my life- 
time by either myself or by X Trust Company giving notice of such 
termination in writing to the other party". 

(d) Living Trusts and Agencies 

2.14 The trusts described herein are referred to as "living trusts" 
to distinguish them from testamentary trusts. A living trust is one 
established during the settlor's lifetime to become effective immediate- 
ly upon its execution. The creation of a living trust involves the 
transfer of property to the trustee and the acceptance by the trustee 
of responsibilities and duties arising out of the ordinary law as well 
as out of the terms of the trust deed itself. When a trust company 
acts in an agency capacity, the client remains in complete control of 
the property involved and may issue or change his instructions to the 
agent at any time. 

The law of the Province of Quebec is such that the use of a 
living trust is restricted. The following remarks are applicable to 
trusts in the provinces other than Quebec and no attempt has been made 
to single out those instances in which particular types of trusts or 
particular provisions would not be effective in Quebec. 

215 The creation of a trust appeals to the person who, in addition 
to seeking relief from the day to day administration of property (an 
Objective which can be realized through agency) wishes to be freed from 
the necessity of making the many and important decisions that the 
ownership of property entails and is prepared to transfer ownership 
and control now for the benefit (or partly for the benefit) of other 
persons. The trust vehicle is particularly attractive to those whose 


desire it is to give property to others but who wish to impose con- 


ditions or delays or withhold control and ownership. These objectives 


can be realized by transfer to a trustee. If the trustee is a trust 
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company, the benefits desired are increased by security and profession-~ 
al management. 

Noteworthy features of a living trust are the ability: 

1. to retain the income and even some elements of control during 
lifetime as well as a power of revocation while providing for 
the disposition of the property after death. 

ée. to ensure the lifetime maintenance, care and general welfare 
of dependants who are incapable, handicapped, extravagant or 
improvident. 

3. to provide for property to pass to one's beneficiaries after 
death with the minimum of expense and delay. 

4. to benefit others by way of gift in a manner that will ensure 
that the gifted property will be well managed and will not be 
dissipated. 

5+ to benefit successive generations within the limits of the 
rule against perpetuity without the death duty penalty which 
accompanies the passing of property by outright and successive 
gifts. 

6. to benefit others in the settlor's lifetime with the property 
reverting to his estate upon his death. 

In many cases trusts are used to achieve tax advantages under 
the provisions of specific legislation. In such cases, the form of the 
trust will be determined by the legislation. 

2.16 Canadian trust companies also act as trustee of certain special 
purpose trusts such as: 

1. Life Insurance Trusts - These may be funded or unfunded. In the 


funded trust, property is settled to provide a fund for the payment of 


life insurance premiums. The proceeds of the policies fall into the 


fund on the death of the settlor to be dealt with by the trustee in 
accordance with the terms of the trust. If the trust is unfunded the 


trustee has no responsibility with regard to the payment of premiums. 


2, Business Insurance Trusts or "Buy-Sell" Agreements - The death of 


a person having a substantial interest in a partnership or a private or 


family corporation poses special problems. The estate of the deceased 
shareholder almost invariably wants to market the interest to raise 


money for death duties or to provide a more diversified estate. The 
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surviving shareholders do not, as a rule, wish to continue the business 
in partnership with the estate but lack the funds to purchase the 
estate's interest. In a business insurance trust each shareholder 
purchases insurance on the life of his co-shareholders and deposits 
the policies with the trustee. The agreement requires the estate of a 
deceased Shareholder to sell its interest to the surviving shareholders 
and requires the latter to buy at a stipulated price or in accordance 
with a formula. The trustee receives the insurance proceeds on the 
death of a shareholder and sees that effect is given to the terms of the 
agreement. 

3. Escrow Agreements = Contracts between parties involving a sale or 
a joint venture often require the deposit of property with a trustee 
until completion of the sale or the carrying out of the joint venture. 
In such cases a trust company is employed to hold the property for the 
protection of all the parties interested. Its duties and responsibil-~ 
ities are covered in an agreement to which it is a party. 

Ou], A person (or a corporation) may appoint a trust company to 
perform any service on his behalf ~= the duties and responsibilities 
undertaken may be myriad in their nature. The trust company's special 
qualifications for property management and particularly investment 
management bring it a great many agency appointments. 

Two classes of service as investment agent have brought trust 
companies a substantial and growing volume of business in recent years. 
They are generally described as safe custody accounts and investment 
management accounts. The services rendered in each are identical except 
that in an investment management account, the investment portfolio is 
kept under constant review and regular investment advice is given upon 
which the client may act or not as he sees fit. A brief outline of the 
services rendered in the typical investment management account is as follows: 

- custody of investments 

collect and disburse interest, dividends and other income 


supervise investment portfolio, reviewing it regularly and 
making recommendations for sales and purchases 


purchase and sale of investments as instructed 


- maintain proper accounting records 


notification of any re-organization, redemptions, exchanges 
rights, etc., affecting the securities of which the agent 
has knowledge, and the execution of instructions with regard 


thereto. 
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= prepare and submit annual statements to client 


= prepare and file information returns required by the Income 
Tax Department 


- prepare and file personal income tax returns if directed 

If the portfolio contains mortgages, the following additional 
duties are undertaken: 

- acquisition of mortgages 

- custody of mortgage documents 

- compute interest on mortgages as required 

- collect mortgage payments as and when due 


- verify that adequate fire insurance is maintained on mortgaged 
premises 


~ verify payment of real property taxes 


inspect property and arrange renewals 

2.10 The fees charged for the services described vary. In Quebec 
the fees are calculated with reference to income. In most of the other 
provinces, the fees are computed with reference to capital value and 
vary according to the amount involved. Fees for safe custody services 
vary but, generally, a trust company's charge is in the neighbourhood of 
one~half the charge made for investment management services. Special 
charges are, of course, made for special services. For example, an 
extra fee is charged for the completion and filing of a client's income 
tax returns. 

2.19 Another important agency capacity in which trust companies 
serve is as agent for individuals who are, themselves, acting as 
executors or trustees. The trust company does everything it would do 
if it were itself executor. The individuals, however, must make all 
decisions, but in this regard they are greatly assisted by the advice 
of the trust company's officers. 

There is really no limit to the duties which can be undertaken 
by trust companies for the convenience of clients. They will act as 
agent to carry out any legitimate transaction or to iuheteues any kind 
of property for a fixed or indefinite period. They are particularly 
well SB fae to perform a great variety of services for owners of real 


estate and this function is dealt with separately below. 


(e) Real Estate Services 


2.20 The essential element in the well developed real estate services 
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which trust companies offer is the highly technical skill of real 


property appraisal. The importance of mortgage investment, both in 
individual trusts and on guaranteed account, has meant that experts in 
this field have always been required in trust company operations. The 
specialized service of the real estate and mortgage departments be- 
comes available for many essential operations in estate administration 
-- settling death duty valuations, determining sale policy and manage- 
ment of real estate assets and mortgage investments. In the collective 
trusteeship of guaranteed funds, as well as in individual trusts, a 
highly skilled organization is necessary for obtaining, making and 
managing sound mortgage investments. 

2eed Property development has reached unprecedented proportions in 
all fields of real estate in the last two decades. There is every 
reason to anticipate that this activity will continue to keep pace with 
the future growth of Canada. The need for trained personnel in real 
estate becomes continually more apparent. Huge investment funds are 
being diverted to real estate for the account of Canadian, U.S. and 
other foreign investors. These investments take the form of mortgages, 
lease backs, shopping centres, housing developments (either in single 
family or multiple units), ground leases, office buildings (some of 
proportions never before contemplated in Canada), industrial and resi- 
dential land assemblies and industrial developments generally. In order 
to participate adequately in these developments, specialists in various 
fields have been developed and will now be found on the staffs of most, 
if not all, trust companies. 

2.22 As a result, real estate services and experienced personnel of 
the highest calibre are available to the public at trust company offices 
across Canada. Services include: 


- Collection of rentals 


Leasing of available space and negotiation of renewal leases 
at current rental rates. 


~ Employment and supervision of building personnel. 
Maintenence of proper landlord - tenant relations. 
Supervision of repairs, replacements and alterations. 
= Periodic inspection of properties 


- Purchasing of supplies or service contracts 
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- Processing and paying accounts 

- Providing statements as required by owners. 

Fees for such management operations are usually based on local 
real estate board charges. In addition to the services outlined above, 
the managing agent is expected to provide advice to his principal on 
such matters as insurance coverage, real estate assessments, appeals, 
the effect of new zoning laws, and on alterations or additions which 
might benefit the owner's interests. 

2623 Real estate brokerage is a wide field embracing, in addition 
to the normal processing of real estate assets under administration, the 
buying, selling and leasing of residential, commercial, industrial and 
income real estate on a strictly brokerage basis. As in the case of 
property management, fees are based on local real estate board tariffs. 
Most trust companies are members of local real estate boards and thus 
are able to participate in the photo-co-operative listing system now in 
vogue in the majority of Canadian cities, the success of which in the 
disposal of real property has resulted in a sales volume in 1961 of 
nearly $455,000,000 and is increasing every year. 

In some companies, sales operations are on a large enough scale 
to warrant sizeable sales staffs including top flight salesmen special-~ 
izing in selective fields. Companies with "savings branches" in the 
larger cities usually locate salesmen at them. The real estate business 
has become so highly competitive that it is essential for personnel to 
be constantly improving their knowledge of its various techniques. To 
this end trust companies encourage their employees to take advantage of 
the various educational courses offered by local real estate boards 
either under their own auspices or through Canadian universities, the 
Canadian Association of Real Estate Boards or the National Association 
of Real Estate Boards (U.S.) In this manner the trust companies have 
been able to develop personnel capable of counselling clients in all 
aspects of real estate practice. 

2.2h With the tremendous expansion of building in the residential, 
commercial and industrial fields since the close of World War 2, the 
need for trained and qulified appraisers has become more urgent than 
ever. Huge investments are being made in mortgages and income properties, 


a sizeable volume of them through the medium of trust companies, acting 
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for themselves or for the account of others. This has placed a heavy 
responsibility upon these companies to ensure that expert appraising is 
available. ‘rained and qualified appraisers are being developed by the 
American Institute of Real Estate Appriasers, the Appraisal Institute 
of Canada, and to a lesser degree by the Society of Residential Apprais- 
ers (residential properties only) and the Society of Industrial Realtors 
(industrial properties only). Individuals holding designations in these 
appraisal groups are now to be found in the staffs of trust companies. 
The standards of qualification have become increasingly high and the 
number of appraisers being qualified is barely keeping pace with the 
demand for their services. In consequence trust companies are lending 
every encouragement to members of their staffs to obtain the necessary 
qualifications. 
(f) Investment Powers in Individual Trusteeships* 

Seed Canadian trust companies derive their investment powers from 
the document that appoints them to act. In the case of estates and 
continuing testamentary trusts the investment powers must be sought in 
the will. In a living trust an investment authority is almost in~ 
variably included in the document creating the trust. In agencies, the 
investment power is normally retained by the principal, but certain 
limited powers may be delegated to the trust company. In those situat-~ 
ions where the will or trust document, generally through oversight, 
omits reference to the matter of investments, the law of the province 
in which the trust is performed will govern. 

2.26 The investment powers confered on trust companies by the 
various appointing documents under which they administer estates and 
living trusts fall, with very few exceptions, into the following 


categories: 


1. Such investments as are permitted under the relevant 


provincial Trustee Act; 


2, Such investments are are eligible under the federal Canadian 


and British Insurance Companies Act (without applying the quantitative 


restrictions of the Act )3 


3. An unrestricted investment power; 


cpp ET eS ee eee 


* Investment in relation to pension funds is dealt with separately 
in 2.48 to 2.57 
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oe combination of two or more of the above when the appoint- 


ment places quantitative restrictions on the designated categories. 


2.27 


Canadian trust companies generally do not at present maintain 


their records in such a way as to show a breakdown or classification 


on an aggregate basis of the various types of investment powers under 


which they are operating. However, as a result of limited sampling 


tests in representative companies, some general conclusions may be 


drawn. 


(a) The majority of the appointing documents from which the 
trust companies derive their investment powers and 
under which they are operating to-day fall within 
category 1 or 2 above. 

(b) There is a clearly defined trend now apparent to 
enlargement of the investment powers formerly con- 
ferred. Modern wills and trust documents commonly 
confer investment powers which fall in category 3 or 
e above. If this trend persists, therefore, the 
statement made in (a) above will soon cease to be 
applicable. 


From the standpoint of both the beneficiaries and the trust 


companies this trend is significant and desirable. A number of 


reasons may be advanced in explanation of it: 


(i) 


(i) 


(iii) 


There is a growing recognition by the public of the highly 
developed technical knowledge and investment skills that are 
now available in many trust companies. 

The experience of investors generally with inflation in the 
post-war period,with the resulting reduction in purchasing 
power of the dollar, has demonstrated the inadequacy in this 
context of fixed income securities as an exclusive investment 
medium. 

The trust companies are at present administering a substantial 
number of estates and trusts for which the governing invest- 
ment powers were written in the depression of the 30's, or 
were largely influenced by it. In that environment security 
of principal was the paramount consideration. It is probable 


that the majority of estates and trusts now being administered 
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within the confining restrictions of provincial Trustee Acts 
had their Origin in that era. 

(iv) More people in recent years have accepted the idea of owning 
common stocks because of the broad advance that has occurred 
in stock prices generally in the post-war period. The 
increase in the popularity of mutual funds, with their 
emphasis on participation in the common shares of growth 
companies, has no doubt contributed Significantly to the 
broader awareness on the part of the public of common stocks 
as a desirable investment vehicle over the longer term. 

2.29 As mentioned in 2.25 it should be kept in mind that in a 
number of cases the limited investment powers which control the com- 
panies to-day can be attributed to oversight on the part of the testator 
or settlor in not dealing with the matter of investment authority in 
the will or trust document. Even today completed wills and, less 
frequently, trust documents suffering from this defect are regularly 
deposited with trust companies by persons who have not discussed the 
appointment with the company, and many of them are corrected when the 
matter is drawn to the attention of the testator or settlor. 

Far more people today discuss the planning of their will with 
the trust company, and the companies generally recommend an unrestrict- 
ed investment power. In any event, the greater importance attaching 
to the subject of investment nowadays is likely to ensure that a 
larger proportion of wills will contain an appropriate investment 
power. 

2.30 So far as agencies are concerned, the bestowal of any invest- 
ment authority is unusual. An agency relationship is established 
with a trust company to assist the principal with the custodianship 
or investment management of the assets comprising the agency. The 
principal normally retains final investment authority, and the govern- 
ing agreement simply provides for the trust company to act in accord- 
ance with his instructions. 
ete It has been stated earlier that unless a different authority 
is given in the appointing document, a trustee is limited in its 


choice of investments to those which are authorized by the law of the 
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province where the trust is performed. 

The schedule which follows outlines in summary the legislation 
of all the provinces. Broadly speaking, Obligations of Canada and the 
provinces, and, subject to exceptions noted in the schedule, municipal 
debentures, corporation first mortgage bonds, mortgages on real 
estate, loan company debentures and trust company guaranteed invest- 
ment certificates -- this fairly describes the scope of trustee 
investment authority across Canada. (There is statutory provision in 
Ontario and Prince Edward Island under which the authority may be 
widened to the extent prescribed if approved by a Court. It is of no 
practical significance for the purposes under discussion). 

Notable exceptions are provided by Nova Scotia and British 
Columbia which allow investment in the preferred shares of Canadian 
corporations, and Nova Scotia is unique in permitting investment in 
the common shares of Canadian companies, subject to qualitative 
restrictions up to 15% of the total assets of the trust. 

(h) Recommendation for Widening Statutory Powers 

Almost all of this legislation is much too restrictive by 
modern investment standards and the various Acts obviously bring 
about inequalities in the investment opportunities available to 
estates and trusts in different provinces. To remove these regional 
inequalities and to improve the position of the beneficiaries of all 
estates and trusts consistent with modern views of prudent investment, 
it is recommended that all of the provinces should liberalize and 
standardize the provisions of their trustee acts where necessary to 


permit investment in: 


(The definitions which follow are summarized from R.S. Ontario 1960, 
Oa. 400, Sec. 27.) 


(1) Obligations of or guaranteed by the Government of Canada 
(2) Obligations of or guaranteed by any province of Canada 


(3) Obligations of or guaranteed by any municipality in Canada 
including those issued for school purposes or secured by taxes 


or rates levied under the law of any province 


(4) Obligations of or guaranteed by the Government of the United 
Kingdom. 


(5) Obligations of or guaranteed by the Government of the United 
States of America 


(6) First Mortgages, charges or hypothecs on real estate in Canada 
up to 66 2/34 of the appraised value and NHA insured loans 


i i 7 eae 
| Nae 


nokeatexeer sty yummie ot veatituo’ awoste? datdir a 
duct brs aban 0 “Baotsagiade | yertiesye yiheowd. +896 
bt ehodinn age gk oder Mane gat OF pootalene: <br 4 


a? 


Pee: we ero a a es we cea aa 
5 sonept et Gace PESPRS FE SeVEE AS terUotOY,.« 


re cre Oe : a GS rae: at he 
eieeunt Aovdiencin Yasenda: Fetes foe: ewe paen 2EEPITOD ok 
cad = sgnoe ade actisedon yates? BBE a Salnennne 
ee toe ee ee eh Shana Sag7rat es Deore Jeon 
ay Roker ris viowirare 24 ¢ searbeaind < oF 
at note: 
. ¥ a y pe “A Li i 
a eee ey tenth. ait ¢ pee rhe Beye hits Cae Rr ona Roa: fh 
¥ \e' = nee tN _ - i 
te ae he ea al aa syvontoan, vy Set Sosa TRARY ait oF- Deaek 


rr har Pun Te agin ths r. Bae ee Pi Oo6 iy 96 erge ane BS Reels iad 
Aa Oia 


Res es coe the 7 ; . ¥ fehl : “ aq eae pact P Bn | is 


: } § 7 ’ 
¥ ih’ 
is as * ~ : : J ad 
i, ql 
a — an} ~ > t ¥ y 
rs f > 2a | - 
/ ‘ 
: ry , ¢ 
i : : ob a tha 
or) 
i] 
; 4 2 oe { 
7 ste L - ms th ee: woltsiaheee: VaR 
“ oe a. " . * ws? ] a 
ee ese So eek see aeeete cosa (a) 
“oe, is im ‘4? “ f \ . >»? Jy . ie - 
plane ALAN 8 yah ae stdin nN ER A ps OE ele emt 8 Coe em pense RS eal 


Sian taninamats 6 A ea 1, a4), 


} ’ ew ard F = -; y f 
a yt 7 Ma 
, 
q “ i! we 
ad wt 4 = 
= 
PAS Re " at 
. 4 ps ; $c , er i. ' 
Tae eee i 
fa akekod Teitad oie “re cates 4 gnome! ob See oot tania 
aaa A ¥ oe es is Ans Oe Say rae * 
+e 
ee . a : Re bee: ved Dee eakode 
we ts A - ct ey t eos 4 < ae od ‘4 gulie at 
. = 
H oy re 
at hoeice ahs 
SOU SORES gee I ey | ee at #2 
paehAPoode ieaekteorcr sel u teat. bebromsot See 
F : aaa aa 
ftps 
1 S 


14 > 

ae ‘ eee . f w “ae TF 
. . : i ae ALT edd Ahoy ten ost? 

Oar | 5 
mn + & WL oid 
:. ’ 
+ « a 

Bi as : } pa — ee 40 Of 
; c 3 a ‘ \ ed 1 ate ST 


Boat fe re , 
f Te] r rd 5 f : a 7 * Pak iz : we 
ou P 5 é . eo PE a: eA a gh 
. See pa Pee : 
y 3 ie Ny salle “ere wet eee 2 
. ae ri 
: 
< 4 i. Pe ' 4 > a 
uel Pre ‘eat Se tee opus “> oy 3 ; Cw. Sats beer . ry 1) oH f { 
PIN mee oa v - Meds By odie 1D. pO BLE A ee i? 
: ried ae i) f 
4 4 ; 7 
c pas 
‘ : , 
Seem ne pane roe: 
a bd p- Ace ae —— . ; me F ® ‘ ~ 
fax : J rye : } — ms ' , a Lalli ie ie . 2 
ea? Se he 2 “ = ¥ eee and eS soe . oe, AP. 1, Eta i £¢ ij « 
iad Gy ee eae a : 
if 4 re he dy te CD 
ee ea mm i0 @8tavu 
he 4 
i i 
fa ina 
ete . - cr A *¢, , 4 
Sed sien > “ed 5 - a % ee fir _ . i \¢ 
7 r ne ‘ ’ . : hed : b < 
on ~ fares eld gd u® is e os Le 
3 Ja ke LF. i 40s -= ‘ Oe th rte ky oF a 


| 
I, Government Bonds and Dedentutés 


a) Issued or guaranteed by the 
Goverment of Canada 


>) Issued or guaranteed ty any 


Canadian Province 


Issued or “guaranteed by any 
Canadian Municipality 


¢) 


Issued by certain approved public 
service organizations 


4) 


Issued or guaranteed by the 
Government of the U.K, 


e) 


f) Issued or guaranteed by the” 


Government of the U.S.A, 
II, Corporation Bonds and Debentures 
a) Issued by incorporated companies 
and secured by a mortgage 
d) Issued ‘by incorporated companies { 
and meeting certain specified 
conditions 


Ill, First Mortgages on Real Estate 


IV, Guaranteed Investment certificates 
_of trust companies 


V. Debentures of Mortgage oan 
4 Companies 


VI, Stock of Canadian Companies 


ieee sas 
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TRUSTS INVESTMENTS PERMITTED BY THE GOVERNMENTS OF THE PROVINCES OF CANADA 
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Schedule to. 2.31 


(excluding investments permitted by order of a court), 
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(8) Debentures of any 
the province 


(9) Guaranteed investm 


ent certificates of 
licensed under the 


any trust company 
law of the province 


>] 


and also to permit investment as listed below provided that the 


aggregate market value of such investments shall not exceed 35% of the 


market value of the whole trust: 


(10) Obligations of a Canadian corporation secured by a mortgage or 
hypothec to a trust company upon improved real estate of such 
corporation or other assets permitted for trustees 

(11) Obligations of a corporation secured by the assignment to a 
trustee of payments that are payable by a province of Canada 
sufficient to cover interest and principal 

(12) Obligations of a corporation that has paid, for five years 


immediately preceding, a dividend equal to the rate upon its 


preferred shares, or a dividend of at least 4% upon its common 
shares 


(13) Preferred shares of a corporation which meets the qualitative 
tests of (12) above 


(14) Fully paid common shares of a corporation that, for seven years 

immediately preceding, has paid a dividend upon its common 

shares of at least 4%. 

(i) Investment Policies and Practice 

ee The organization of a trust company investment department and 
its general procedures are fully outlined in 1.31 to 1.33. But while 
there can be general investment procedures there can be no general 
investment policy for individual trusteeships: there must be a policy 
specifically appropriate to each account. 

Investment policy of a trust company in relation to a particu- 
lar estate or trust is established in the light of the following 
factors: 

(1) The investment powers conferred by the appointing document 
or, failing them, by statute. 

(2) The requirements of the beneficiaries. The variations in 
circumstances and need are unlimited. Moreover, it is the 
responsibility of the trustee to balance and serve the often 
conflicting interests of both life tenants and remaindermen. 
The former most frequently is interested in maximum present 
income, the latter in longer term growth of capital. 


(3) The impact of income tax and death duties. Lump sum payment 
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of death duties may require substantial selling to realize 


cash or may necessitate the maintenance of reasonably short 


term reserves prior to the date of payment. Payment by instal- 


ments at specific intervals may require investment in maturi- 


ties which will coincide. Income taxes have a continuing 


effect on policy and are a vital factor in determining the 

character of the portfolio. For example the 20% dividend tax 

credit often influences the percentage of assets held in the 
form of preferred or common stocks, 

(4) In those cases where the will or trust deed appoints personal 
trustees to act jointly with the corporate trustee, investment 
policy on occasion may not be that which the trust company 
would apply if acting alone. Policy may have to be based on 
compromise, since joint executors must act in concert. 

While generalizations are clearly inappropriate in this area, 
it may be observed that in recent years trust companies have placed 
increasing emphasis on expanding the research facilities of their 
investment departments, with the result that rigorous tests are applied 
in formulating investment decisions. In the investment of capital 
funds, bond commitments tend to be concentrated in large and marketable 
issues of senior governments or well established corporations, and in 
the case of equities, in the shares of those companies enjoying 
superior management and demonstrable earning power. As a corollary, 
capital in estates, trusts and agencies is not usually made available 
for investment in the undertakings of new and unproven companies even 
where an unrestricted investment power governs the operation of the 
particular account. The "prudent wan" rule in trust investing imposes 
an overriding limitation on aggressive action in this investment area. 

The lack of statistics on investment powers in relation to 
all assets administered, and the essential fact that there can be no 
general policy in individual trusts makes it very difficult to 
appraise the effect of trust company investment on the capital market. 


How is the substantial pool of funds held in estates, trusts and 


agencies invested? Set out hereunder is a breakdown of the estates, 


trusts and agencies assets account of all companies licensed to do 


business in Ontario for the year ending December 31, 1961, showing 
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the distribution in very broad categories: 


| (000's omitted) % of Total 
Real Estate $ 301,52 
tic and Agreements age Ee 
| or sale 641,973 8.3 
oe 5514, 797 71.5 
tocks 980, 216 ey 
Sundry 22h, Ou7 2.9 
Cash 50, 377 0.7 
Total $7,713,135 100.0 


There seems little doubt that these figures reflect the 
considerable number of trusts governed by documents unaffected by the 
modern trend discussed in 2.27-8. As to the proportion of mortgages, 
this warrants special comment. 

2.36 While the above breakdown shows that 8.3% of total ET&A 
assets are represented by mortgages and agreements for sale, it must 
be noted that agency assets bulk large in this total figure. Inasmuch 
as mortgages are not a typical agency account holding, it is certain 
that the percentage holding of mortgages for estates and trusts, if 
agency assets are excluded, is significantly higher than 8.3%. 

A second factor which affects the interpretation of these 
figures is that most companies avoid mortgage holdings in small estates. 
Mortgages are a desirable investment where adequate liquidity and 
sufficient income for the needs of the beneficiaries are afforded by 

| the other holdings in the account. However, mortgage yields may be 

) made available to the small estate through common trust funds, discussed 

| below. 

| It is accepted trust company practice to make most of their 

| mortgage investments for estates and trusts in conventional, residential 

| mortgages for a five to ten year term. Construction loans (except in 

, large trusts) are not generally considered suitable and this limits 
investment in NHA loans except by way of purchase. Commercial and 
industrial mortgages are usually taken only for large estates and 
trusts. 

2.3 As a result of legislation introduced in Ontario in 1950 and 


1952 it became possible for a trust company registered in the province 


to invest trust money in one or more common trust funds administered 


by the company. Similar legislation now exists in British Columbia 
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and Alberta. To date five trust companies registered in Ontario have 


availed themselves of this legislation and have established common 


trust funds. One such company operates three separate funds, two of 


which limit investment to Trustee securities and the other is 


unrestricted. The remaining four companies each operate a single fund 


limited to such investments as are permitted under the Ontario Trustee 
Act. 

Set out hereunder is a recent breakdown on an aggregate basis 
of the assets held by these seven separate common trust funds. The 


number of estates participating is also shown. 


: Assets Held for Common Trust Funds 
ON tt uns 


Total 
1. Canada bonds over 3 years maturity $ 1,785,296 
2. Canada bonds of 3 years maturity and 
under 531,516 
3+ Provincial and municipal bonds 9,251, 203 
4. Corporation bonds 868,780 (1) 
5. Other bonds 229, 204. 
6. Mortgages 2,289,272 
7. Stocks 344,351 (2) 
8. Cash 234,197 
Total assets held for common funds $15,533,819 (3) 
Total number of participating accounts 1,833 (3) 


It was expected that through the medium of a common trust fund 
a number of benefits would result: 
(a) Through the purchase of wits in a particular fund a small 
} estate or trust would obtain at no extra cost a broader invest- 
ment diversification than would otherwise be the case. 

(b) Higher yields would be obtained because of the emphasis placed 
by the fund on investment in higher coupon bonds (provincials 
and municipals) and mortgages (see above breakdown). 

(c) From the standpoint of the trust company considerable adminis- 
trative economies would result, as well as greater flexibility 


in the management of the individual securities comprising the 


fund. 
 ———— 
Footnote to 2.37 
1. Total investment in corporation bonds is divided between loan com- 
pany debentures held in one only of the six restricted funds 
reported and other corporation bonds in the one unrestricted fund. 


“2. Total investment in stocks is confined to the one unrestricted fund 


sr Ge * 
3 Total cats of the one unrestricted fund reported are $1,330,2h2 


and the total number of participating accounts in it is 119. 
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wider acceptance of the common trust fund device by trust companies 


can be attributed to technical difficulties which have not yet been 


solved. 


~ 53 - 
| In the main these benefits have been realized but the lack of 


aid Trust companies do not normally make any active use of the 


voting power that is in their hands by virtue of their holding of shares 


in hundreds of corporations for estates, trusts and agencies. Except 


under unusually critical circumstances, they tend to support the exist- 


ing management and the status quo. Although it would probably be 
beneficial if corporate investors played a more dynamic role in rela- 
tion to the corporations in which they have important investment 
interests, as a practical matter it is impossible for a trust company 
to participate actively in the affairs of all those companies whose 
stock is included in assets under administration. 

However, when a trust company holds a substantial stock 
interest in an individual company, particularly in the case of a 
private company, it is usual for it to have one of its ow officers on 
the board. In these circumstances, the company's affairs are watched 
closely. In his capacity as a director, the trust company officer has 
a dual responsibility: confidential matters relating to the company of 
which he is a director cannot be disclosed, and the interests of the 
beneficiaries whom he represents must always be protected. The latter 
is paramount. 

2.40 Opposing interests between groups of clients can arise in 
circumstances such as where a proposal to alter the capitalization of a 


company appears to benefit the common shareholders over the preferred 


ee ee ee. 


shareholders, or where a company makes an offer for the shares of 


another company which is clearly more favourable to the offering company. 
In such cases a trust company will generally seek some compromise 
arrangement which will do justice to both sides so that a single, 
consistent course may be followed. If this is not practicable the 

trust company must then take an impartial position and pursue that 


course of action, in relation to each account, which is in the interest 


SE —EEeEEO——E—— a 


of the individual trusteeship. It is irrelevant that the trustee is 


taking two different positions. 
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(5) Pension Trusts 

The Yapid growth of industrial pension plans in the past 20 
years may be attributed to many factors, among them: 

(a) The tex exempt status of both employer and employee contribu- 
tions and pension fund investment income. 

(b) The economic prosperity during and after World War 2, 

(c) The pressure of union demands. 

(a) The recognition of the need for old age security, arising out 

a a 

(4) The increasing proportion of the population reaching age 

65 and increasing life expectancy after age 65. 

(ii) A greeter proportion of the population moving from self- 
employed to employed occupations, and from rural to urban 
life. 

(iii) Acceptance of compulsory savings through payroll deduction, 
with pension savings representing an important base to all 
forms of saving. 

(iv) A transfer of responsibility of care for the aged from the 
family unit to private and public institutions, or the 
achievement of self-dependence through formal pension plans 
and government old age security programs. 

The Canadian employer has alternatives in implementing a 
pension plan. These fall into the two broad general classifications 
of "insured" plans underwritten through the Government Annuities Branch 
and life insurance companies, and "trusteed" plans administered through 
trustees. Until recent years, the insured plan represented a contract- 
ual obligation under which the insurer promised to pay certain pre- 
determined and guaranteed benefits on receipt of the necessary premium 
payments by the employer. A trusteed plan represents a binding obliga- 
tion on the part of the trustee to hold and keep invested pension fund 


moneys placed with it by the employer, for the benefit of the employees 


and their beneficiaries. 


While both insurers and trustees are parties to the operation 


of pension plans, their roles and responsibilities are quite different. 


r j : nsion plans. 
Historically, insurers have been underwriters" of pe 3°) 


Trustees are administrators of pension trust funds. 
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2.43 The pension trust fund is established under a trust agreement 


which spells out the functions and responsibilities of the trustee. 


Contributions made under the pension plan are accumulated in the trust 


fund which is held and invested under the management of a trustee or 

of an incorporated body called a "Pension Fund Society". Pensions are 

| paid directly from the trust fund, but in the case of smaller trusts, 
annuities may be purchased with moneys from the fund. The status of 
the plan is periodically reviewed by a qualified actuary to determine 
whether the fund and current and past service contribution rates are 
sufficient to meet present and future liabilities as provided under the 
terms and provisions of the plan. 

2 yh The pension plan represents a long term investment of employee 
and employer contributions toward a continuing goal of pensions for 
retiring employees. It will be recognized that the cost of a pension 


is not the same kind of insurable risk which is covered by life 


NS ES Oe 


insurance. A retired employee cannot live a long time suddenly. The 
| risk is longevity, not mortality, and there is time and means to pro- 
vide for it. In fact, where a fund is established, the risk of abnormal 
; longevity is offset by abnormal mortality. 

It should also be recognized that the successful achievement 
of the full benefits of the plan for every employee must ultimately 
depend upon the financial resources of the employer. This applies 
whether we are considering contributions to a trusteed plan or premiums 
under an insured plan. 

2.45 The following table is prepared from Dominion Bureau of 
Statistics information and shows the distribution between trusteed 


and insured plans at December 31, 1960: 


No. of % of No. of %of Assets % of 
Plans Whole Employees Whole (millions) Whole 


Trusteed 
Pension Plans 1,140 14.8 1,009,127 68 .3 3,616 75.0 


Life Insurance ; 
Group Annuities 6,564 95.2 469,339 31.7 1,208 25.0 


includes funds held in trust by personal 


" i lans" ; 
("Trusteed Pension P li as trust companies). 


trustees and pension fund societies as we 


2.46 Tt is obvious that there are cogent reasons for the increasing 


popularity of trusteed plans. The reasons are not material to this 
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account. Undoubtedly, however, a cardinal factor has been the availa- 


bility, as trustee, of the trustee corporation with its financial 


responsibility and investment skills. Trust companies are ideally 


equipped to perform this function. Out of the 1,140 trusteed pension 


plans cited in the table above, 903 employ trust companies as trustee 
and in addition the companies act as agents for the personal trustees 
of a large proportion of the remaining funds. 


247 


Trust companies have made a number of contributions in the 
pension field: 

(a) As a result of experience they have been able to offer con- 
structive advice in the early consideration stages prior to 
the establishment of pension plans. (The over-all responsi- 
bility for the development of a plan belongs to the profession- 


al pension consultant or consulting actuary. ) 


(b) Over the past seven years they have introduced pooled (or 

| commingled) investment funds to provide greater investment 

| diversification for smaller trusts. 

(c) They have established an enviable record of investment performn- 
ance. This has been particularly notable with the gradual 
removal of statutory investment restrictions. 

(d) They have produced pension plan studies which have been of 
considerable assistance to government and private bodies con- 
cerned with the broad field of old age security. 

(e) The flexibility afforded by the trusteed plan has enabled them, 
the actuaries and professional consultants to introduce new 
methods of financing plans and many additional benefits such 
as widows' pensions, special disability, early retirement and 
pensions based on average earnings in final years of employment. 

(k) Pension Fund Investment 
2.48 Investment management is the prime function of the pension fund 
trustee and investment performance has a significant effect on plan 
costs or, alternatively, on the ultimate benefits paid to retiring 
employees. 
The investment powers of pension fund trustees are determined 
by the employer and are embodied in the trust document which appoints 


the trustee. They will be subject to any overriding restrictions 
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imposed by government in proper exercise of its Jurisdiction. At the 


present time no provincial government has exercised its power for this 


purpose but the Canadian Parliament has done sO in ruling as to the 


kinds of plans which are to have the benefit of the "deductible" 


provisions of the Income Tax Act. 
There are to-day only two restrictions: 


(a) Prohibition of investment in the employer's debt obligations. 


(b) Restriction on income from foreign investments to 10% of the 
income of the fund. 


These will be discussed later, 


The large majority of trusts administered by trust companies 


give the trustee unrestricted investment power. A small minority 


restrict the trustee to investments authorized by the Canadian and 
British Insurance Companies Act but without invoking the quantitative 
restriction. A very few trusts limit investments to those eligible 
under the applicable provincial Trustee Act. The employer may in a 
few instances place a quantitative limitation on any one investment 
category or any one security but this kind of restriction is becoming 
unusual. 

Under most trust agreements, the trustee retains freedom of 
action within the investment powers provided. Seeking approval on each 
investment or the exercise of a veto provision has become impractical 


and has largely been replaced by periodic discussions with the employer 


regarding the portfolio of the fund and the trustee's investment policy. 


esD0 Since 1953 the Dominion Bureau of Statistics and latterly our 


Association have assembled statistics on the assets of trust funds 
administered by trust companies. These figures should not be taken 

as an index of trust company policy in pension fund investment. As 
explained later, investment was controlled from 1950 to 1957 by federal 
legislation which imposedthe quantitative and qualitative restrictions 
of the Canadian and British Insurance Companies Act. There is no doubt 
that this is still reflected in the statistics. Moreover, the more 
restrictive investment powers which apply in a minority of trusts as 
described in 2.49 affect a considerable proportion of all pension fund 
assets and so do conservative policies of some large employers. 


In presenting the investment categories of pension fund assets 
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~ 58 . 
in column A in the table below, we have also shown in column B 
Statistics compiled by a consulting actuary on pooled funds maintained 


by three trust companies for pension fund investment. 


A B 
Pension Fund Assets of pooled 
Assets investment funds 
(Association administered by 
Statistics of three trust 


Trust and Agencies) companies 


1. Obligations of 
Governments (Canada, 
Provincials, Municipals) 39% 23% 
and their guarantees. 


2. Corporation Bonds 35% 35% 
3. Mortgages 64 11% 
4. Common Shares 17% 31% 
5. Other 3% -- 


Over the last seven years, trust companies have established 
pooled or commingled trust funds as instruments for pension fund 
investment. ‘These funds are divided into units and the value of the 
units is established by valuing the fumd at monthly intervals. Units 
may be purchased or redeemed monthly at the values so established. 
Interest and dividend income may be distributed or in some cases is 
capitalized. 

Most companies operate at least two pooled funds, one comprised 
of fixed interest securities, the other of common stocks. Some trust 
companies operate pooled funds with investment confined to narrower 
categories, viz., government, municipal and corporation bonds, mort- 
gages, common stocks. If the trustee is to invest in pooled funds, it 
must be authorized by the pension trust agreement. 

Employers with limited assets and a modest annual contribution 
rate have increasingly been authorizing the use of pooled funds to 
gain greater diversification and investment opportunities previously 
available only to the larger funds. Currently, over 700 individual 


funds administered by trust companies as trustee or agent participate 


in commingled trust funds. They hold units to the total value of 


$126, 664,659, or approximately % of the total pension fund assets so 


administered. 
Large funds do not usually employ pooled fund investment since 
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they are able to achieve adequate diversification without this method. 
But some do authorize their use, usually pooled funds confined to 
mortgages or common stocks. 


2 5k The investment of pension fund moneys which they make in 


pooled funds (where they have investment power to that end), is an 


indication of trust company policy in pension fund investment and the 


Statistics contained in column B of 2.50 above will therefore be of 


interest. Investment in these pooled funds is confined to pension 


funds and this makes possible a general policy, since all participants 


have common objectives and have no distinctive problems (such as tax 


status) as do individual trusts. 


eo 


ey) Trust companies when so empowered have been substantial buyers 
of common stocks. In trusts for standard pension plans with wmrestrict- 
ed investment power, the range of investment in common stocks would be 
20% to 40% of the total portfolio. 

Common stocks are principally purchased for their long term 
capital growth potential, the capital growth and dividend income being 
in a sense considered as one. Profits arise from Capital gains on 
Sales as well as increasing dividend yield on the original cost of 
the shares. Low immediate stock yields are offset by investment in 


higher yielding fixed income securities - municipal and corporation 


eS ee eg | 


bonds, lease-backs, other revenue real estate and mortgages. Trust 
companies are substantial investors in these categories. 

More and more pension plans are being revised to improve the 
pension benefits, some to relate benefits to average earnings in the 
years immediately preceding retirement. This process and consideration 
of the effects of inflation make it imperative to employ common stock 
investment as a significant part of any pension fund portfolio. 

2.56 Since the preceding material will have conveyed the impression 
that, in contrast with other individual trusteeships, a "general" 
policy is possible for all pension fund investment, it is necessary to 
point out that there are inevitably some qualifications. These involve 
extremely technical matters which excuse further explanation. In 
addition there are variations between plans in such matters as the 
timing and amount of contributions and the anticipated pay-outs,. 


2057 Other special features of pension fund investment are: 
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(a) There is normally little need for liquidity in the early years 
of a pension fund when contributions will greatly exceed 
pay-outs. 

(b) The 20% income tax credit for dividends is not applicable to 


the deferred taxation of pensions so that preferred stocks 


are not normally attractive. 

(1) Supervision of Pension Funds 

2.58 During the period in which the federal Taxation Division has 
been interested (for revenue reasons) in pension plan supervision, 
policy has varied widely on investment supervision. From 1950 to 1957, 
the Minister of National Revenue ruled that investment for pension 
funds must meet the requirements of the Canadian and British Insurance 
Companies Act. In 1957 all restriction was dropped except a prohibi- 


tion on investment in the employer's capital stock or debt obligations. 


In 1959 this limitation was broadened to allow funds to hold up to 

| 10% of the employer's capital stock not exceeding 10% of the value of 

| the fund, but subject to earnings tests. Currently there is no 
restriction except the exclusion of the employer's debt obligations 
and the restriction on foreign income to 10%. 

2.59 We strongly support this broadening of investment powers 
which has already produced great benefit. It has enabled greater 
diversification and improved yield. Investment in the employer's 

| capital stock has been a much debated issue but we believe that its 

| arbitrary exclusion would be unjustified. Indeed the employer's stock 

| may be of outstanding quality and the investment may improve the job 

security and opportunity of the employees. 


Trust companies are well equipped to apply the "prudent man" 


rule and arbitrary restrictions can only prejudice the benefits which 
their experience and skills may return. It is true that personal 
trustees may not merit equal confidence but we consider that our 
recommendation which follows will provide an adequate safeguard. 
(m) Recommendations 

2.60 We therefore recommend that at least once in each three-year 
period, the employer file with the Department of National Revenue: 

(a) a copy of the latest actuarial report completed by a qualified 


professional actuary. 
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(b) a copy of the most recent financial and asset statement of the 
fund issued by the trustee (or insurer in the case of Deposit 
Administration ‘Plans ) 

The Association feel that it ig impossible to establish a 
Satisfactory and valid standard of "solvency" and "adequacy" which 
would be applicable to every type of pension plan. The report of the 
actuary is much preferable, in this respect, to any mechanical test or 
formula. 

2.61 We believe that the sanction of publicity might well be 
sufficient to ensure the sound administration of plans. If thought 

- advisable, however, the Minister might be empowered to deregister a 
plan unless the material filed indicates that 

(a) the benefits provided by the plan are being properly 
financed, 

(b) the investment powers conferred upon the trustee are being 
soundly exercised, and 

(c) the employer is using the appropriate means to produce the 
benefits of the plan as they become due. 

The Department might be given the power to extend the 
reporting period in particular cases where stability characterized 
all important factors, but in no case should the reporting period 
exceed five years. 

2.62 For the reasons indicated in 2.59, we consider that investment 
ei aticn is inadvisable although the existing exclusion of 
employer's obligations is fully justified. We recommend removal of 
the other existing investment restriction which limits the proportion 
of income from foreign investment. We advance two reasons: 

(a) As there is usually no income advantage from investment in non- 
Canadian fixed income obligations, it is to investment in 
common stocks that the restriction really applies. The range 
of highest wahisey Canadina common stocks is so limited that 


it is extremely difficult to obtain adequate diversification 


over a broad range of industry. (The actual range is broader 


than that which is open to equity investment by Canadians.) This 


in turn leads, at times to over=pricing in relation to comparable 


United States stocks. 
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(bo) The attractiveness of United States investment is already 
limited by the effect of the 15% withholding tax which cannot 
be recovered by pension trusts. 

In recent years insurers have been entering into "deposit 
administration" contracts for pension plans of employers. The 1961 
amendment to the Canadian and British Insurance Companies Act permits 
insurers to employ "segregated funds" for the investment of moneys 
received under these contracts. In effect the insurer administers the 
contribution payments in what is, or ought to be, a trust fund in much 
the same manner as trusteed pension funds. The insurance element in 
some types of these contracts is purely nominal and may provide, for 
example, that the fund be employed to purchase annuities from other 
than the contracting insurer. 

The trust companies expect to compete successfully with other 
services and institutions. They recognize that it is in the public 
interest that new methods and instruments should continually be evolved 
to achieve the ends of the capital market and particular social 
objectives. Indeed the essential feature of the investment intermed= 
iary function has been the continuous development of new institutions 
in the private sector to serve new social purposes and increase saving. 
But they also believe that there is merit in the specialization of 
function which has characterized the operations of Canadian institu- 
tions acting as investment intermediaries. They hope that this breach 


of the principle will not become a precedent for its repudiation. 
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TRUST BUSINESS IN CANADA 


Section 3 = Collective Trusteeship 
The Trust Company as Investment Intermediary 
(a) History and Growth of the Intermediary Function 


The history of trust companies in the savings field (and of 
their loan corporation predecessors in many cases) goes back to the 
mid-19th century. At December 31, 1899, there were ninety-five loan, 
loaning land, and trust companies registered in Ontario alone and of 
these only seven were trust companies. All were in the savings business, 
accepting deposits and issuing G.I.C.'s or debentures. During this 
period the commercial banks were much more concerned with commercial 
banking than with this type of. savings. Indeed it was not until 1960 
that the banks actively offered and publicized the issue of deposit 
receipts for moneys. Savings (deposits, G.I.C.'s and debentures) with 
trust and loan companies in Ontario totalled at this time over $8 million 
compared with $200 million of savings deposits in the chartered banks. 

Because of the broader powers granted to trust companies, the 
majority of the loan companies had their charters changed, while others 
Re icved trust company status through mergers. This trend wes further 
accentuated when, in 1921, legislation was enacted in Ontario clarify- 
ing end confirming the right of trust companies to receive, in trust, 
deposits and other funds for guaranteed investment. It had not been 
clear under the prior legislation whether receipt of these funds created 
a aaa or merely a debtor-creditor relationship. 

The period from 1900 to 1939 was not one of great growth for 
trust companies as investment intermediaries, particularly in relation 


to the chartered banks. Bank deposits had increased to $2,274 million 


by 1939 while savings (deposits, G.I.C.'s and debentures) with trust 
companies reached $151 million and by loan companies, $131 million. 
Since that time the importance of trust companies in their role as 


promoters and gatherers of savings from the public has increased very 


considerably. 
The schedule which follows shows their progress relative to 


other institutions accepting savings, over the last ten years. It will 


be seen that while the rate of growth of savings held by trust companies 
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and loan companies has been rapid, the amounts held are small in absolute 
terms relative to personal Savings on deposit in the chartered banks. 
Similarly the schedule indicates that, while total deposits of the 
chartered banks represent 76.8% of Savings held by the institutions 
shown, that share has decreased with the increase going mainly to the 
credit unions and trust companies. 

Compared with savings deposits only in the chartered banks, the 


increase from 1939 to 1960 is show in the table below: 


Savings with Three Institutions (in millions of dollars ) 


1939 1960 Increase 
Chartered Banks 2274 7215 216% 
Trust Companies 151 1107 630% 
Loan Companies 131 417 220% 


(b) Role in the Economy as Intermediary 


5 The investment intermediary relates the savings of the nation 
to the demands for capital through the free capital market. The 
role of the chartered banks in accepting deposits and in supplying short 
term funds for the productive enterprise of the nation is well known. 
The role of trust companies is less familiar. 

Like the other financial institutions which fulfill the role 
of investment intermediary in Canada, they are gatherers of savings. 
Since savings are the supply side of capital accumulation, their im- 
portance to any industrial society cannot be over stressed. Certainly 
the capital equipment which savings have provided is the major contribu- 
tor to the high standard of living which Canadiansenjoy today. Its 
provision in the past and its supply in the future depend directly on a 
continuous flow of savings. 

3.04 The saving of a nation is done by corporations and persons and 
it is most important that efficient facilities exist to channel the 
small savings of private persons into pools of savings which can be used 
by the groups seeking funds for capital expenditure. In Canada these 
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mortgage loan companies, the Caisses Populaires, credit unions and, in 


their collective trusteeship function, by trust companies. (Outside the 
private sector in direct government borrowing as by Savings Bonds and 
various government savings "banks".) All these institutions attract 
savings in various ways, appealing to differing motives and offering 
varying forms of claims or contracts. Their competition to secure the 
largest possible share of savings for their operations provides the 
stimulus to saving. They “promote” personal savings. 

3.05 The trust ccompanies' approach to the role of promoters and 
gatherers of savings has varied within the industry over the last forty 
odd years. As explained below, trust companies are empowered to re- 
ceive funds in trust as deposits or for a fixed term. Some companies 
have devoted their attention to seeking personal savings; others have 
also sought deposits from corporations, firms and other organizations. 
Some companies have tried to restrict their deposits to substantial 
amounts; others have put a ceiling on the size of accounts they will 
accept. Some have for a long time offered savings accounts with chequing** 
privileges; some companies have only recently entered this field. Some 
companies do not offer chequing privileges on deposits; other do not 
accept non=chequing deposits. 

Again, there are differences in company attitudes to the 
acceptance of moneys in trust for fixed periods under Guaranteed Invest- 
ment Certificates. Some companies have actively promoted this field 
by intensive advertising; others have not emphasized it. Some of the 
companies did not accept money in this way for a great many years. 


Whatever variations exist, one element is common. The companies are all 


promoting savings intensively and in vigorous competition among them- 


selves and with the other institutions which mobilize savings. 
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3.06 The tables II-19 and 20 at pages II-2h and I-26 of Appendix 2 
give an analysis of how Savings held by trust companies are owned. 
(Note that four loan companies are included in the tables.) They show 
thet 98; of the depositors are persons who together hold 80% of the 
total amount of deposits. Persons constitute 96% of holders of term 
obligations (G.I.C.'s, etc.) and hold between then 52% of the total 
amount of term obligations Outstanding. Despite the variations of 
company practices, the tables indicate that it is persons and in par- 
ticular the small saver to whon the trust companies appeal most suc-= 
cessfully for savings. 

3.07 Many persons wish to keep a substantial portion of their assets 
in a form that will give them ready access to them without loss of 
capital. This is the market the trust companies have long satisfied. 
The introduction in recent years of the non-chequable demand deposit 
account on which a higher rate of interest is paid than on chequing 
accounts is evidence of the trust companies! Willingness to offer the 
highest prudent rate of interest consistent with the investment re- 
strictions imposed upon them. Their willingness to maintain longer 
business hours has drawn an increasing number of individual savers to 
them. This has been accomplished even though trust company offices 
(until recent “savings branch" development) were not always in the 
most convenient locations. Of course trust company branch development 
in no way compares with that of the chartered banks. They do business 
at 217 offices in all of Canada in contrast to about 5,200 bank premises. 
While the savings held by trust companies represent a small proportion 
of the total savings of Canadians, it is clear that the companies’ 
deposit services and guaranteed investment certificates fill a need of 
the population which is expressed by their continuing growth. 

3.08 In addition to promoting and gathering savings, the investment 
intermediaries have the equally important responsibility of channelling 
the pools of savings collected by their efforts into their most economic 
employment. This second aspect of the intermediary's function is 
equally vital to the economy. 

Just as the various institutions which perform this function 
in Canada offer, in most cases, different attractions to the saver 


(savings account, life insurance, retirement pension, and interests in 
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ot Ge 
various kinds of collective investment) so also many of them specialize 
in particular demand areas of the capital market. The new issue market 
supplies corporate enterprise with equity capital and long term funded 
debt , the chartered banks finance production with its short term 
requirements, government institutions help finance the public sector 
and the mortgage loan institutions the construction industry. The others, 
including the trust companies, invest in all types of financial assets 
but the trust companies because of their special skills in the real 
estate and mortgage business and the nature of their liabilities, are 
able to direct their investment to a considerable degree into mortgages. 
(c} Mortgage Lending in Canada 
With the introduction of the first government housing legislation 
in Canada in 1935, the pattern of mortgage lending in this country 
changed. 
In the early 1930's life insurance companies furnished about 
56% of all mortgage loans held by lending institutions, loan companies 
Oh% and trust companies 12.5%. By 1960 life insurance companies held 
60.5%, chartered banks 17.24, loan companies 8.8% and trust companies 
8.25. The table below shows the increase of mortgage assets held by 
institutions over the last twenty years together with the relative 
importance of mortgages in the investment portfolio of each institution: 
1939 | 1960 
Mortgage Investment Mortgage Investment 
(in millions (es % of (in millions (as % of 
of dollars) portfolio) of dollars) portfolio) 
Life Insurance 


Companies 391 18.5 3,412 kok 
Loan Companies 154, 71.6 495 78.9 
Trust Companies 88 40.7 463 Sink” 

anks and Other 
Institutions Loe - pcg & ~ 
678 5,643 


During this same period mortgage loans by government increased from 


$189 million to $1,949 million. 
Operating under the Dominion Housing Act commencing in 1935, 


the loan and trust companies were able to join with the government to 


a very substantial extent in providing the necessary funds to pull the 


mortgage and house building industries out of the doldrums of the 


depression years. The loan term under the Act was 10 years on a 20-year 
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amortization basis but subsequently material changes were introduced 
under the National Housing Act. The term and amortization bases were 
lengthened to 20 years, then 25, 30 and finally 35 years. At the same 
time the interest rate on Housing Act loans was changed from an agreed 
upon rate, approximately the same as the free market rate On mortgages, 
to a fixed rate established by the Governor in Council at a level "not 
to exceed the rate on long term government bonds by more than 2}4." 
Concurrently, the right of the borrower to repay his loan was altered. 
Under the 1935 Act he could repay at the end of the third year, but 
under later legislation, this right was extended to permit him to repay 
at the end of the third year or on any subsequent mortgage anniversary 
date. 

These changes in the term, rate of interest and right of re- 
payment have made it less and less attractive for loan and trust compa- 
nies to operate under the National Housing Act. With the stretching 
out of the term, the mortgagee being locked into the investment but the 
borrower having the short term right of repayment, and with the low 
interest rate as compared with the market rate on conventional mortgages, 
the loan and trust companies were, to a large extent, squeezed out of 
this large and fast growing part of the mortgage lending industry. 

To enable loan and trust companies to resume their former 
substantial place in the field, it may be necessary to change the 
existing one-way option which enables the borrower to terminate NHA 
loans in the event that the level of interest rates declines. Otherwise 
the loan and trust companies will continue to concentrate on convention-~ 
al loans on existing and new housing and commercial property. 

Tn addition to institutional mortgage lending, there are also 
very substantial sums invested by so-called "private" lenders. A 
large portion of the funds of this private lenders' sector has its 
source in estate ,trust, and agency funds and pension funds administered 
This amounted to $641.9 million in 1961 and brings 


by trust companies. 


the total trust company mortgage holding to more than a billion dollars. 
(a) legislative Authority and Regulation 

In 1.03 and 1.04 reference is made to the general objectives 
and nature of government control over trust companies <= to ensure 


solvency and the application of trusteeship principles. The difficulty 
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in generalizing lies in the jurisdiction of the Canadian Parliament 
and of each of the provinces to incorporate companies and hence, by 
legislation, to control their own creatures. The legislation in all 
these jurisdictions in reference to every aspect of trust company 
legislation varies widely. There is no trust company legislation in 
the provinces of Newfoundland and Prince Edward Island. They are 
therefore excluded in the following discussion. 

Regulation of practices to ensure conformity with trustee 
principles and the imposition of investment and other restrictions 
are common to all the legislation. In most cases, supervision and en-= 
forcement of compliance is entrusted to the Registrar of Trust Companies 
or some other provincial government officer, usually with wide adminis- 
trative powers. Companies incorporated by Parliament and by the govern- 
ments of Nova Scotia, New Brunswick and Manitoba are under the super- 
vision of the Superintendent of Insurance for Canada. 

Legislation prohibiting borrowing by way of debentures is con- 
tained in all the Acts except that of New Brunswick. 

Restriction on the investment of the company's capital relates 
to the problem of solvency and was therefore described in broad terms 
in Section 1 of the Brief since it is of general application to all 
trust business. In this section, we are dealing with legislation 
concerning the investment of funds received from the general public 
for guaranteed investment. Since some of this legislation invokes the 
restrictions applying to the investment of capital, those restrictions 
will be dealt. with here more fully. 

The broad description in 1.03 which likens the capital invest- 
ment restrictions to the investment authority of Canadian life in- 
surance companies applies most exactly to the legislation of the 


Dominion, Ontario and Alberta. Their legislation applies to both 


company and guaranteed funds. The Ontario authority is the widest of 


the three by inclusion of a 'hasket" clause for both company and 


guaranteed funds. The Dominion Act provides a basket for company funds 


only and it also restricts investments in corporate obligations and 
sheres to those of Canadian corporations. Almost as broad as the other 


three, because it extends to corporate obligations and shares subject 


to earnings tests, is the law in Nova Scotia, Manitoba and Saskatchewan. 
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All of the Acts which permit investment in corporate securities 
and shares qualify the authorization by imposing a limitation upon the 
proportion of guaranteed funds or of Capital and guaranteed funds which 
may be so invested. The proportion varies from 15% to 25%. 

3-17 The legislation of British Columbia restricts investment of 
company and guaranteed moneys to government bonds and mortgages while 
that of Quebec enlarges this narrow authority for the investment of 
guaranteed funds to include first mortgage bonds of corporations. 

Neither New Brunswick nor Quebec deals with the investment 
of company funds in their trust company statutes. 

The schedule which follows shows these provisions in more 
detail, though in very abbreviated form. 

3.18 Legislation restricting the investment of trust moneys generally 
is a subject within the jurisdiction of each province and all of them 
have laws which apply, of course, to individuals as well as company 
trustees. These laws are described in 2.31 because of their application 
to individual trusts. They are also of interest here because the 
Ontario and Alberta Acts require that 50% of guaranteed funds must be 
invested in investments authorized for trustees while the legislation 
of the Dominion, Nova Scotia, Quebec, Manitoba and British Columbia 
includes trustee investments as legal for guaranteed funds. In some 
cases, this provides an enlargement of the powers outlined above. 

New Brunswick confines the investment of guaranteed funds to trustee 
investments. 

3.19 The variation in all this legislation is significant because 
most of the companies operate on a national scale through the "branch" 
system described in 1.30 to 1.45. A company, federally or provincially 


incorporated, must conform to its own law of incorporation and also 


meet the requirements of any province in which it is licensed to do 


business. The effect of this, as generally interpreted is that with 


respect to business done in a province which did not incorporate it, 


a company is governed by the most constraining of the two sets of 


restrictions which apply to it. There is therefore much to be said 


for a "uniform" trust companies Act provided the investment powers 


were at least wide enough to permit investment in corporate obligations 


and shares subject to suitable earnings tests. 
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Schedule to 3,17 
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A far more important feature of uniform legislation, however, 
would be strong administration of laws regulating the principles and 
practices of sound trusteeship. Admittedly, such uniform standards 
are difficult of achievement in ten jurisdictions. This problem suggests 
an argument in favour of a system of deposit insurance for Canada 
because it could lead to voluntary submission of companies, wherever 
incorporated, to a uniform standard of regulation and examination. 

Another type of legislation directed to the security of the 
savings entrusted to the companies is one which limits the amount of 
money which may be taken on guaranteed account to a defined ratio with 
the company's paid up capital and reserves. Parliament limits this to 
124 times for companies with Dominion charter. Of the provinces having 
a@ provision of this nature, Manitoba and Saskatchewan have a 5 times 
restriction and Nova Scotia a 10 times limit. Here, obviously, is 
another area for uniformity to enable the companies to achieve their 
maximum usefulness in the whole Canadian economy. The Association 
considers that a multiplier of 15 should be uniformly adopted. 

Finally, some of the Acts provide what is termed a “liquidity 
ratio". Alberta and Ontario require a company to keep 20% and British 
Columbia, 25% of their deposits in investments of a type considered 
liquid. The main object, no doubt, is to prohibit too high a proportion 
of investment in mortgages. It may be said of this restriction that 
the normal rules of prudence applied by the companies are more restrictive. 
(e) Operation of Guaranteed Account 

The guaranteed account of trust companies consists of money 
received from the public in trust on one of the following bases: 

(1) As deposits, repayable on demand or after notice. These savings 
accounts may be either chequable or non-chequable. The depositor 
receives a pass~-book. 

(2) As a term investment with the principal repayable on a fixed 
date and interest at an agreed rate payable half-yearly. The 
investor receives a guaranteed investment certificate or receipt 

obligation which is fully registered. 


as evidence of the 


In both cases, the investment made with these funds are segre- 


gated from other assets administered by the company and in addition, 


the trust company guarantees payment of principal and interest and its 
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capital is subject to this liability. (This explains the term 
“guaranteed account"). 

All the larger and most of the smaller trust companies are 
registered to conduct business in Ontario and, as a result, conform 
to Ontario law relating to their guaranteed account. In Ontario, a 
trust company does not have power to take deposits by way of borrowing 
money or to borrow money by issuing debentures. The Loan and Trust 
Corporations Act specifically states that money received on either of 
the bases described above is deemed to be received in trust but the 
companies are entitled to retain the interest and profits resulting 
from the investment of such money in excess of the amount of interest 
payable thereon. The Act requires the trust company to definitely set 
aside and earmark securities and cash equal to the full aggregate 
amount of money received in its guaranteed account. 

The growth in moneys received on guaranteed account by the 


trust companies registered in Ontario is indicated by the following 


table: 
(000 omitted) 
Deposits Gei2C.* a Total 
?p of vA of 

Year Amount ropal Amount Total Guaranteed Account 
1949 $135,388 47.9 $147,299 Bie am $ 282,687 

. 1954 hg , 44s 49.4 254,935 50.6 504, 383 
1959 337,853 37-6 561.102 62.4 898 .955 
1960 416,645 37.6 691,984 62.4 1,108,629 


(Figures taken from 1961 Report of the Ontario Registrar ) 

The above figures indicate that while both types of guaranteed 
funds have increased very greatly, the growth in the term certificates 
has been at a considerably greater rate than deposits. A more detailed 
examination of each type of account appears later. 

The importance in our economy of this function of the trust 
companies has been discussed in (b) above and the relationship of the 
trust companies to other gatherers of savings in the private sector 
of the economy is examined in 3.04. While government savings insti- 
tutions seem to be decreasing in importance, the public sector has a 
large place in the whole picture. For example, Canada Savings Bond 
at December 31, 1961 amounted to $4,079 million. 


issues outstanding 


An indication of the relative importance of some of the com~ 
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petitors for the savings of Canadians is also given in Fart II of 


the Study. (See particularly Table II - 1 of that Study, facing page 
TI-4). 
(f) Guaranteed Investment Certificates or Term Guaranteed Funds 

3.26 The obligations issued for a fixed term are variously know 
as guaranteed investment certificates, guaranteed investment receipts, 
guaranteed trust certificates or receipts, or guaranteed trust invest- 
ment certificates or receipts. They will be called here "guaranteed 
investment certificates." 

Such certificates are generally issued in minimum amount of at 
Jeast $100 although this minimum varies from company to company. 
Larger denominations are available in multiples of $100 but they may be 
issued for any amount. The maximum amounts accepted are established by 
most companies from time to time and these limits usually are dependent 
on the investment opportunities available to the particular company. 
The number and size of guaranteed investment certificate 
accounts of trust companies is indicated in Table II E 20, facing 
page II-26 of the Study. The average value of all term certificates 
issued by the 17 companies is $5,302. 

3.27 There is no legal limitation on term of guaranteed investment 
certificates. While in practice they may be for as short a term as 
thirty days or as long a term as ten years, the most popular term 
would appear to be from three to five years. It might be noted that the 
practice differs as between trust companies as to whether a certificate 
is issued for funds repayable in less than one year. Some companies 
receive such funds as time deposits and issue a pass=book or just a 
letter. 

Cuaranteed investment certificates normally are not redeemable 
by the company nor can a holder obtain payment prior to maturity. 
However, some companies undertake to repay, on request, in case of death 


and may do so in cases of emergency. One company issues guaranteed 


investment certificates which are cashable at par at any time prior to 
maturity but, as in the case of Canada Savings Bonds, the rate of interest 


paid is less than if the certificate is held to maturity. Many companies 


also issue guaranteed investment certificates on an accumulative interest 


basis in which the payment of the principal sum deposited plus interest 
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ay 
compounded to maturity is made on the maturity date. 

The rate of interest offered on the certificates depends on 
the term for which the certificate is issued and on the level of in- 
terest rates at the time of issue. The rate offered on maturities of 
up to one year follows closely the money market rate and the rate on 
the longer terms tends to be governed by the rate on bonds and first 
mortgages. Typical rates in May, 1962 are show in the schedule to 
1.60 

Guaranteed investment certificates are fully registered certifi- 
cates. They are generally purchased because of the attractive interest 
rates and also because of the willingness of trust companies to make 
almost any maturity available within the trust company's maximum term 
to suit the requirements of the investor. This latter factor tends to 
reduce the need for a secondary market for them. 

(g) "Wholesale" Savings 

It has been explained that, in their intermediary function, 
the trust companies are essentially concerned with gathering personal 
savings and evidence is adduced in this section which shows that the 
great portion of G.I.C.'s and the bulk of deposit accounts are held by 
small personal savers. There is, however, a special function of in- 
creasing importance performed by some of the companies with respect to 


t 


corporation savings. The function differs both on the “supply” side 
and on the investment side. 

Some trust companies (principally in the large cities) have 
actively promoted this service to their corporate, institutional and 
other organization clients for many years. Long before the development 
of a money market in Canada, they offered their guaranteed investment 
certificates to these corporate clients for the profitable short term 
investment of temporarily idle funds, with repayment on specified dates 
at a guaranteed pre-determined interest rate. 

In some cases these funds were accepted as time deposits at a 
special guaranteed rate of interest. The blocks of money so received 
were in themselves accumulations of capital -- hence the term "wholesale". 

On the investment side, putting this capital to use was a valu- 


able function in a special area of the capital market, viz., the money 


market. Even though treasury bills, commercial paper and other short 
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PPTs 
verm obligations (including those of provinces and municipalities) 
could be purchased directly in the investment market, the trust companies 
were able to provide a service to bigas clients which continued to attract 
their short term funds. Unfortunately the statistics do not disclose 
what proportion of G.I.C.'s and deposits are represented by these " 
"wholesale" savings. They are quite volatile and are estimated to 
represent at times as much as 25% of the guaranteed account of the whole 
industry. The rate of interest paid on this money closely follows the 
money market. (See Chart II - 1 at page II - 2h of the Study) The funds 
received are normally invested in short term securities, although 
companies which receive substantial amounts of these funds can maintain 
a proportion of longer term investment, much as they do with deposits. 
(h) Demand Deposits 

Deposits are normally evidenced by pass=-book in which are re- 
corded the deposits, withdrawals and balance. 

The rate of interest paid (which varies from company to company ) 
moves with broad changes in interest rates. It has ranged from 24 to 44% 
in the last 10 years. A survey of rates paid in May, 1962 will be found 
in the schedule to 1.61. Interest may be calculated on minimum monthly, 
quarterly or halfeyearly balances. 

Full chequing privileges are allowed on depositors’ accounts 
subject to the provision (seldom if ever exercised) that the company 
may require a specified number of days' notice before withdrawal. 

There is no uniformity for charges for cheques. Some companies make no 


charge, others allow one free cheque per month per $100 balance and 


charge 10¢ to 15¢ for additional cheques. Others allow a "reasonable" 


number of cheques before charging for excess debits. The companies 
want “true savings" accounts and discourage a "current account" use of 
deposits. 

In recent years special or non-chequing deposit accounts have 
been developed by a number of companies. Withdrawals and deposits may 


be made at any time but must be made at the company's office and upon 


presentation of the pass-book. Interest is allowed on the minimum 


monthly balance at a rate which is generally 4% and which, according 


to company practice, may be compounded semi-annually, quarterly or 


monthly. 
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3 +36 Chequable deposits are much the more popular type of deposit, 
pecounting in 1960 for about 70% (in value) of total deposits. The 
growth of non-chequable deposits has been rapid in recent years, 
however, and has out-paced the rate of increase in the other form. 
The growth and use of the two types of deposit together with 
an analysis of accounts by size and by holder is covered in Part II of 
the Study. Table II-19 at page II-2h indicates that as at October 31, 
1961, demand deposits with chequing privileges had an average balance 
of $1,445 and those without chequing privileges had an average balance 
of $2,000. 
(i) Clearing 
3.37 Trust companies must have a means of clearing cheques drawn 
against them which are deposited in chartered banks and cheques drawn 
against chartered banks which are deposited with trust companies. The 
chartered banks maintain a clearing house system in each major business 
centre across Canada. Trust companies are permitted to use this system 
poe 8 Lee s 
The trust companies' present use of the chartered banks' clear~ 
ing system is of real significance in the operation of their business. 
Deposits constitute about 38% of their guaranteed account and about 
70% (by value) of deposit accounts in 1960 were chequable accounts. 
3.38 At present, each trust company has an arrangement with a 
chartered bank or banks to clear its depositors' cheques through the 
clearing facilities provided by the banks. At each clearing point 
used, the company must operate a current account in one branch of that 
chartered bank to which cheques drawn on the trust company may be 
charged. A company may use the same or a different bank at all clear-~ 
ing house points. If a trust company has a number of offices in one 
clearing house area, all its clearing must go through the one branch 
of the bank which is looking after its clearing and the company's 
Bee i will be cleared as a unit and not for its separate offices. 
3.39 For the clearing services, the trust company pays a clearing 
fee of 5¢ for each cheque charged to its account plus $100 annually 


together with the following clearing house annual fees: 
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At Toronto and Montreal - $300 
At Vancouver - $150 
At all other points where there is an 

established clearing house - $100 


The clearing fee of 5¢ per cheque plus $100 annually accrues to the 
bank conducting the account while the clearing house annual fee 
benefits the clearing house. The clearing house fee of 5¢ per 
cheque has been effective since November 1, 1958. It was 1¢ or 
13¢ (depending on volume) from November 1, 1950 to 1954 and oid 
thereafter to November 1, 1958. 

3.40 An exchange charge is also made to trust companies by banks 
for negotiating cheques on behalf of their depositors if payable at 
points outside the clearing house area. The charge is 20¢ although, 
had the bank itself negotiated the cheque for the payee, it would 
have charged only 15¢. Most trust companies, in fairness to their 
customers, absorb the excess charge. 

3.41 It is essential for the present operation and future growth 
of the deposit business of trust companies that a comprehensive 
system of clearing should continue to be available. 

(j) Investment Policy 

3.42 In the discussion of investment in Section 2, it was made 
clear that there could be no general investment policy for individual 
trusts. While a collective trust becomes a unit for the application 
of policy, it is necessary to point out that, as might be expected, 
the investment policy of the companies varies sharply. This is dis- 
cussed in the Study, Appendix 2, at page II-35. 

3.43 Cuaranteed funds, as stated previously, must be earmarked and 
set aside, distinct from the company's assets, because they are re~ 
ceived in trust. Company funds consist of the paid up capital, surplus 
and reserves of the trust company. As company funds are the basis of 
the guarantee for money received on guaranteed account (deposits and 
G.I.C. liability), the company account may, in that sense, be con- 
sidered as a reserve. As a result, a company will keep that fact in 
mind in determining investment policy for both accounts and they should 
be considered together. 

Subject to legal limitations, the governing factors in invest- 


ment on company and guaranteed account are security, liquidity and yield. 
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The most important investment outlets have been government 
securities and mortgages. Over the past decade, these have accounted 
for 75% to 85% of total assets in capital and guaranteed account. 

The main change in the relative importance of asset items since 1951 
has been a substantial drop in bond holdings which has been matched 
by an increase in mortgage holdings. The proportion of other assets 
has remained about the same. The table below shows the asset holdings 


for the companies registered in Ontario at December 31, 1950 and 


December 31, 1960. 


Company and Guaranteed Accounts 


Assets December 31, 1950 December 31, 1960 
Amount % Amount 
(000 omitted) (000 omitted) 
Bonds 
Canada and U.K. $144,297 36.8 S 62,277 - 21.8 
Provinces 38,779 9.8 103,598 8.4 
Municipal 21,047 5.5 59,128 x 
Other Bonds 31,085* 7.9 197,839 16.2 
Total Bonds $235,208 60.0 622,782 50.8 
Stocks OY i fe et 37 ,045 3.0 
Mortgages 102,887 26.2 452,686 36.9 
Collateral Logns 14,376 Sef, 51,564 4.2 
Cash 19,841 5.0 38,108 42 
Other Assets 11, 363 2.9 23,697 1.0 
Total $392,448 100.0 $1,225,882 100.0 
%* Stocks held on guaranteed account were included with"Other Bonds’ in 
1950. 
Liabilities 
" Deposits $152,748 39.1 $ 416,645 34.0 
G.I.C's 166,658 42.5 691,984 56.4 
Total $319, 406 $1,108, 629 
Other Guaranteed 312 2 1,688 & 
On Capital Account 41,531 2.9 15,503 1.3 
Shareholders 61,199 15.4 100,062 8.2 
Total $392,448 100.0 $1,225,882 100.0 
3.45 Of the substantial bond holding (50.8%) shown in the table, by 


far the largest proportion is Canadian government obligations. As has 
already been indicated, mortgages are a basic outlet for guaranteed 
investment. They provide a higher yield than other authorized invest- 
ments. They also qualify as trustee investments and this is important 
where, as in Ontario, that qualification is a factor in the regulation 
of investment of guaranteed funds. A survey of companies indicated a 
diversity of practice as to the ratio of assets to keep in mortgages. 
Generally speaking, companies appear to invest most of their G.I.C. 


money (other than short term) in mortgages. They may also invest part 
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of their deposit and short term money in mortgages, the proportion 
depending on the composition of the deposits. 

3.46 Liquidity is a prime factor in trust deposits and relates 
both to deposit withdrawals and to the maturing of G.I.C. obligations. 
In order to meet these demands, it is essential to have a proportion 
of short term marketable bonds or other liquid assets. The exact 
proportion will vary with individual company policy which, in turn, 
will be governed to some extent by the nature of the deposits and the 
nature and maturity dates of the G.I.C. liability. Policy here requires 
@ nice balance. 

The great bulk of Canadian cash assets of trust companies 
consists of deposits in chartered banks. Non-cash liquid assets 
comprise commercial paper, call loans (mainly to security dealers 
and brokers) treasury bill holdings and short term Canada bonds. 

(k) Problems of Mortgage Investment 

3.47 In discussing in (c) above the economic significance of 
mortgage investment, one problem which the companies face in this 
field was described in 3.10. Some other special investment problems 
in the mortgage leniing area merit examination. The conventional 
mortgage on residential property, having a term of five years, has 
been the ideal investment medium since most guaranteed investment, 
certificates are written on a five year term. When the term of the 
asset and the liability are the same, both can be adjusted at 
maturity to current rates. The company can compete in the market for 
renewal of the guaranteed investment certificate. In recent years 
the large volume of National Housing Act lending with a term of 20 to 
50 and even 35 years, has presented strong competitive pressures upon 
trust companies to make conventional loans for similar long terms. 

For insurance companies with primarily long term obligations, this has 
presented no difficulty. It poses a real problem for trust companies 
particularly in periods of generally low interest rates. The law 
permits personal mortgagors to repay mortgage loans at the end of 5 


years irrespective of the period for which the mortgage is made. As 


the lender has no similar option to call the loan, he is effectively 


ted from obtaining the average of the interest rates prevailing 
preven 


the longer term Tt the original loan is made when interest rates 
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are low, the borrower has the benefit of the low rate for the full 
term of the loan. Loans made during periods of high rates are paid 
off or re-financed (once the first 5 years have elapsed) as soon as 
interest rates decline. This "heads I win, tails you lose" situation 
constitutes a real problem to all mortgage lenders but particularly 
to trust companies who must compete with market rates on a day to day 
basis to retain funds represented by maturing G.I.C.'s. 

3.48 In periods of tight money, there is a tendency for the balance 
in guaranteed account to decline. In such a period bond prices will 
likely be down so that a trust company is faced with the alternative 
of selling bonds at a loss to cover withdrawals of deposits and 
maturing G.I.C.'s or raising the rate of interest paid on both in 
order to slow down the withdrawal and attract other moneys. The loss 
on sale of investments for guarenteed account is a direct charge against 
income which make companies loath to sell. Instead they tend to raise 
rates and to curtail mortgage loaning in order that mortgage princi- 
pal repayments may replenish cash. 

When money is easy, there is a tendency for funds to flow to 
trust companies which, in turn, have to find investments for them or 
else reduce their rates of interest to slow down the flow of money 
to them. Often, o% cuch a time, there are not sufficient mortgage 
investments evailable to readily take up the inflow of funds. 

3.49 In the «nring of 1939 the Dominion Government obtained 
detailed information from mortgage Penis institutions for the 
purpose of setting up a Central Mortgage Bank, but this proposal was 
apparently dropped with the advent of war. It was contemplated that 
lending institutions would be able to sell existing mortgages or 
pledge them against loans at a central mortgage bank sponsored by the 
govermment. It would not be necessary for the mortgages to be in 
good standing or to conform to any particular pattern. Naturally, 
however, the emount of cash or credit obtained would reflect the 
condition of the loan and its relation to the value of the security. 
The purpose of the proposed Central Mortgage Bank was two-fold, to 
provide backing for companies which required l’.quidity and could not 
make cash collections because of depressed economic conditions and to 


provide a greater amount of loanable capital for the lending insti- 
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ms 83 ne 
tutions. By working throughexisting outlets for mortgage funds, 
the government could obtain the benefits of their experience and 
efficiency while encouraging house building by an enlarged supply 
of credit. The lending institutions would have additional funds 
for investment without the problems of liability management which 
are involved in seeking new funds. 

3.50 The proposed Central Mortgage Bank differed in its concept 
from the Central Mortgage and Housing Corporation that was set up 
later. The Corporation was designed primarily for the purpose of 
stimulating lending on new residential construction with definite 
and progressive standards of workmanship, materials and planning. 
Nevertheless, under its Act of Incorporation, the Housing Corpo- 
ration was given authority to enter into an agreement with a lending 
institution and lend on the security of or purchase existing mortga- 
ges from it. No policy or procedure has been developed in this area 
of its authorized field of operation. Since the establishment of the 
Corporation, our Canadian economic situation has been without a 
major set-back, and it has not been necessary for the lending 
institutions to look to a "lender of last resort". It is never- 
theless important that the basis of operation of this support 
feature should be definitely established prior to an emergency. 

Only thus will the institutions have advance knowledge of the as- 
sistance it would afford in time of need. 

aes This support function is important in our economy, providing 
a parallel to the function of the Federal Home Loan Bank in its loans 
to the Savings and Loan Associations and the rediscount function of 
the Federal reserve banks in the United States. Used more broadly, 
the function could avd be useful in employing government funds for 
conventional mortgage lending indirectly through purchase of mortgages 
from mortgage loan institutions. The same object could be accomplished 
by direct loans from CMHC pursuant to authority under its Act of 
Incorporation, by way of G.I.C. and debenture purchases. 

Pee The creation of a secondary market for mortgages is often 
advanced as a means of bringing more funds into the mortgage market. 

tractive form of investment if they 


Mortgages might well be a more at 


were readily saleable. 
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A secondary market for NHA insured loans is clearly practical. 
The system introduced last year by CMHC of quarter-yearly offerings 
of blocks of NHA mortgages by tender seems to have worked out reason- 
ably well. Distribution could be accelerated and broadened if these 
insured mortgages could be used as collateral by investment dealers 
in borrowing from chartered banks so that inventories could be built 
up and carried by the dealers to be offered to prospective buyers 
on a continuing basis. There is some indication that investment 
dealers would be interested and would make a market, both buying 
and selling. If this became possible, there would be a real 
secondary market for NHA mortgages. It would necessarily be a 
market which would deal in blocks and it seems unnecessary to try 
to extend the market for NHA mortgages to provide facilities for 
the small investor. His easiest and safest way of participating 
in mortgage investment is to buy the G.I.C.'s and debentures of 
the intermediaries. 

3.53 A secondary market for conventional (uninsured) mortgages 
appears a remote possibility. Several years ago an interesting 
experiment was the planned establishment of a weekly mortgage 
auction market in Toronto at which mortgages were to be quoted, 
bought and sold in a manner similar to the trading of sheres on 
the stock exchange. This plan had little success. First of all, 
there was no demand, or at least the demand was insufficient or 
was not adequately brought into play. It also appeared that 
institutional lenders, professional lenders such as lawyers and 
other agents and even individual investors were not interested in 
selling mortgages, although they may be interested in buying them. 
The only group of people who appeared to be interested in selling 
was probably composed of the numerous former homeowners who had 

accepted a vendor's second mortgage on selling their residences. 

Of course, the upward trend of interest rates has made the prices 
offered for low interest mortgages unattractive to sellers. 

3.54 The chief obstacle to a secondary market in conventional 

ages is a group of technical considerations. ‘Some kind of 


mortg 


uniformity would have to be introduced before mortgages could be 


quoted in lots or compared in value. While there is no difficulty 
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in connection with the general structure of the standard mortgage 
contract, there is no uniformity in the terms of repayment. There 
is also a problem of valuation. Two mortgage contracts which 
appear to be identical in principal amount, interest rate and term 
may differ in worth because of the underlying security. It would 
be necessary to establish a central appraisal agency or at least a 
uniform method of appraisal before mortgages could be readily 
auctioned. Even after the appraisal of the mortgaged property was 
standardized, there would remain differences in the value of the 
covenant -- the borrower's ability and willingness to make payments. 
Finally, there is the great difficulty in finding true yields on 
mortgage contracts. 

3.55 The technical problems which militate against a market for 
conventional mortgages would not prevent a comprehensive scheme 
for purchase by CMHC in pursuing the support aspect of its 
function, or at least would not prevent loaning against con- 
ventional mortgages in a "relief" operation. Valuing a "lot" 
between two institutions is not a too difficult operation. 

56 Another possibility of developing a wholesale market in 
mortgages lies in the development of mortgage investing companies. 
A plan was announced a year ago for the establishment of a company 
with a capitalization of several million dollars to buy blocks of 
NHA mortgages and finance the purchases through the sale of 
debentures (or participation certificates of some kind) to the 
public. It was not really a new idea, but only a specialized form 
of the existing loan company. Such a company would have to compete 
with the established loan companies for money, and would probably 
find difficulty in borrowing at as low a rate, at least in its 
early years. In addition, it has been the experience of the loan 
companies that there is not sufficient spread between interest rates 
on borrowed funds and interest rates on NHA mortgages to provide 
for costs of operation and a reasonable profit. The proposal en- 
deavoured to overcome this difficulty by projecting an over-all 
porrowing of some sixty times capitalization, as compared with the 
present twelve and one-half times capital and reserve restriction 


on loan companies in Ontario. One stumbling block is the long term 
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commitment under NHA mortgages at a fixed interest rate combined 
with short term pay-off privilege of the borrower, mentioned 
previously, 

3.57 A special function of some of the trust companies in the 
mortgage field is the “warehousing” of mortgages. It is close to 
an agency function but involves a more extensive service. These 
companies act as mortgage finders and vendors to large institutional 
investors, Usually guaranteed funds obtained from depositors are 
invested against the security of mortgages to builders on new con- 
struction, and when the buildings are completed and sold, the 
mortgages are then sold to the institutional investors. 

This warehousing of mortgages is performed by the trust 
company as principal, but in most cases, general commitments to 
purchase are provided by the institutions before the trust company 
begins the operation. 

(1) Profits and Reserves 

3.58 The Study, Appendix 2, shows that profits on the share- 
holders' investment are reletively low in trust business. The 
net income of $5 , 823,000 (for the 11 companies included in the 
Study) on shareholders' investment including all reserves was at 
the rate of only 6.57% in the year 1960. In relation to total 
business under administration of $7,082 million the net income was 
-0822% -- less than 1/10 of 1%. This is a small percentage having 
in mind the liabilities and responsibilities assumed in all depart- 
ments of their business. Moreover, it must be kept in mind that 
the total of assets administered is understated by the excess of 
market values over book values in estate, trust, and agency account, 
and that substantial revenues are obtained from corporate trust and 
agency business which is not represented in the balance sheet. It 
is also evident from the Study that during the period from 1950 to 
1960 the companies paid out to depositors and G.I.C. holders a 
continually increasing proportion of the income earned on invest- 
ments in guaranteed account. Had it not been for the increased 
scale of operations, profits would have dropped sharply. This 


reflects the small margin of profit in the industry and the intense 
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competition existing not only among trust companies but also 
among all the intermediates who gather savings.. 

359 The increase in the volume of business in the last ten 
years made it essential to increase reserves against possible 
losses on the realization of mortgages and other investments. 
Investment reserves including general reserves and undivided 
profits were increased by roughly 80% during the period 1950 to 
1960. Only slightly more than one-half of this amount was from 
net income: the balance arose from premium on capital stock 
issues and profit on the sale of assets. Investment reserves 
excluding general reserve and undivided profits, increased by 
just under 60% during the period and in relation to total balance 
sheet assets (less cash and estate, trust and agency account) 
actually decreased from 3.9% at December 31, 1951 to 2.1% at 
December 31, 1960. Included in these figures are the reserves 
against possible loss on mortgage loans. Although they have in- 
creased by almost a4 times during the period, they have shrunk 
from 2% to 1.2% of total mortgages held. 

3.60 Tt is noteworthy that even since the change in the 
Income Tax Act in 1955, permitting small increases on a tax- 
allowed basis, the percentage has increased by only .3%. Trust 
companies are, from a tax standpoint, at a distinct disadvantage 
in the treatment of reserves as compared with others in the 
savings business, such as the chartered banks and credit unions. 
In a period of rapidly expanding business, it is most difficult 
to build up even the most essential reserves on an after-tax 
basis which requires the appropriation of $2.00 of earnings for 
each $1.00 added to reserves. Some relief in this respect is 
clearly indicated not only for the protection of the public but 
also to maintain the flow of mortgage lending by the industry. 

3.61 In 1955, after representations to the government extending 
over a number of years, it was recognized that it was in the public 
interest to permit the establishment of accumulative reserves 
against conventional mortgage investments. Section 85G of the 
Income Tax Act was originally enacted primarily for the protection 


of the hundreds of thousands of persons who entrust their savings 
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to the trust companies and the loan companies. The companies had re- 
quested a permitted reserve of 5% with annual additions of 1/2 of 1% 
based on actual losses incurred on mortgage loans by loan and trust 
corporations during the period from 1929 to 1948 which amounted to 
11.4% (an average of .57% annually). However, the reserve allowed was, 
and is, limited to 3% of the amount of conventional mortgages at the 
end of the year and may be increased at the rate of only 1/12 of this 
amount each year. This is 1/4 of 1% of the principal amount which may 
be deducted from taxable income. 

3.62 It will be seen from the survey of the reserves included in the 
Study by the University of Western Ontario that during the period from 
1955 to 1960 the companies have been unable, under the formula, to 
increase mortgage reserves at a rate even approaching = of 1% per annum. 
This is due to the expanding scale of lending. Moreover, while losses 
during the period have been negligible, nevertheless, the possibility 
of future losses has been increased by the steady lengthening of the 
period of repayment and the increase in the loan amount to 66-2/3% 
from the former 50%-60%. While both of these developments have bene- 
fited the housing market and the borrower, they have added to the 
risk of loss to the lender. Sizeable losses are experienced only in 
periods of serious economic dislocation from which the country has 
been free since the early 1940's. However, prudence demands that 
reasonable reserves be built up in good years to meet anticipated 
losses. Moreover, it is in the public interest that the financial 
institutions of the country be operated on a conservative and sound 
basis. Experience in the industry indicates that a reserve of 6%, or 
roughly 50% of the actual losses in 1929-1948 would be reasonable. 
Unless the permitted rate is increased, it will be many years before 
this figure can be approached. 

3.63 It may be argued that a part of these reserves should be 
established from earnings remaining after taxes. As will be seen from 
the tables in the Study by the University of Western Ontario, substan- 
tial additional reserves are being built on an "after-tax" basis. But 
this is necessarily a slow and expensive process. Moreover the loan 
and trust companies compete for the savings of the public with the 


chartered banks, life insurance companies, credit unions and the 
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government itself through Canada Savings Bonds. All of these enjoy a 
more favourable tax position than loan and trust companies. The credit 
unions pay no taxes although for all practical purposes they accept 
deposits in the same way as banks or trust companies. Taxation of the 
insurance companies in effect permits them to establish investment re- 
serves on virtually a tax-free basis. The chartered banks are also | 
permitted to maintain tax-free reserves on @ scale which can be justi- 
fied to the Minister of Finance. Canada Savings Bonds are sold at 
rates which do not reflect the real cost to the taxpayer. From the 
standpoint of equity therefore it would appear that more reasonable 
tax-allowed reserves should be permitted to loan and trust companies. 
Moreover the transfer of funds to these reserves is fundamentally only 
a deferment of tax and in the long run should not affect total tax 
collections assuming a more or less constant rate of taxation. 

Accordingly, it is submitted that the maximum of reserves 
allowed under Section 85G of the Income Tax Act should be increased 
from 3% to 6% and the rate of accumulation remain at 1/12 of this 
amount per year which would have the effect of increasing it from + of 
1% to 4 of 1%. 
(m) Investment Funds 

3.64 It has been emphasized in 1.18 and elsewhere in these pages 
that investment management is the primary element in the two main 
functions performed by trust companies. They have evolved a form of 
organization in which it can operate efficiently and have developed 
skills which make their services outstanding in this field. It is 
essential to the performance of their individual trusteeships includ- 
ing pension trusts and to their role as investment intermediary. It 
has resulted in an increasing demand for their services as investment 
management agent. 

3.65 A new service resulted from the amendment of the Income Tax 
Act in 1957 which permitted individual taxpayers to deduct from their 
earned income, within certain limits, amounts paid into Registered 
Retirement Savings Plans. This measure encouraged many persons, 

particularly the self-employed, to provide for their retirement years. 

The saver's contributions are invested by the trustee and used to 


purchase an annuity at a time elected by the client. While, strictly 
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speaking, these are individual trusts, their administration and invest- 
ment and the economic function performed properly bring them under the 
collective trusteeship heading. 

This service affords a natural application of the pooled fund 
technique applied in pension trust investment. A pooled fund is simply 
@ single trust fund formed to hold the combined assets and future con- 
tributions of the participating individual trusts. It affords partici- 
pants the increased security inherent in diversified investment and 
maximum liquidity when cash is required. Pooled funds are established 
for several investment categories. The individual may elect to par- 
ticipate in a pool holding bonds only, common stocks only, or a balanced 
portfolio. Some companies use G.1.C.'s for fixed income investment. 
The funds are all, of course, open~end,. 

3.66 The increasing popularity of mutual and other managed invest- 
ment funds ( they are called investment trusts in the U.K.) has lead 
some trust companies to offer a service of this type. It rounds out 
the service which they offer to the small saver. In particular the 
possibility of participating in equity investment has had an increas- 
ing appeal to the public. The trust companies record of public con- 
fidence, statutory regulation under which they operate, their experi- 
ence in collective trusteeship and their special qualifications for 
investment management constitute them a suitable instrument for this 
purpose. 

3.67 The fund established are called "Investment Funds". The 
pooled fund technique is again employed with the price of "units" 
normally set once a month or quarterly. The price is based on the 
total market value of all the investments in the Fund's portfolio. 

This figure is then divided by the number of units outstanding and 
the result determines the capital unit value at which such units may 
be acquired and redeemed. 

Three companies are now in the field. They each offer a 
fixed income fund and an equity fund,all of them open-end. An invest- 
ment management fee is the sole charge. There is no sales charge or 
"front-end load", because the marketing methods which may meke such 
charges necessary are not used by trust companies. The expenses of 


the trust company in connection with its operation of the Fund, such 
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a 
as printing amnual reports, monthly statements, office rental, etc., 
come from the investment management fee and are not an additional charge 
to the participants. The cost of buying and selling securities held 
by the Fund, i.e. brokerage commissions, is the only expense category 
normally charged. 

The trust company functions as custodian, registrar, and invest- 
ment manager of the Fund, values it, prepares income distributions, 
provides a market for the units and manages its investments. The 
annual fee for these services ranges from 3% to 1% of the market value 
of the assets of the Fund. The Funds are established in various forms, 
usually by declaration of trust executed by the trust company. 

The Investment Fund constitutes another method by which the 
trust company, in its intermediary function, can attract savings for 
employment in the capital market. 

The table below shows the combined assets held in pooled fund 
investment under retirement savings plans and in investment funds 
operated by the companies as at December 31, 1961 or nearest valuation 
date. At that date there were 14,103 participants under personal 
registered retirement savings plans in operation throughout the industry 
and there were 3,215 participants in the investment funds operated by 


three companies. 
Retirement Savings 


Plans Investment Funds* 
Federal Government and Guaranteed 
Bonds 1,107, 366 801,963 
Provincial Government and 
Guaranteed Bonds 1,590, 391 2,616,450 
Camadian Municipal Bonds 399,122 9755597 
Nther Canadian Bonds 3,448,579 3,210,107 
Mortgages TeL;215 1,885, 604 
Stocks 20, 364,996 5 , 689, 868 
Other Assets 2,530,911 850,671 
Total $30,162,580 $16,030,260 


*Three fixed income funds and three equity funds. 
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TRUST BUSINESS IN CANADA 


Section 4 - Corporate Trusteeships 
aerate irusteeships 


The Trust Company as an Adjunct to the New Issue Market 


4.01 


4.02 


4.03 


It has been estimated that Canadian industrial and 
commercial corporations have, during the past ten years, raised the 
undernoted amounts of capital through funded debt financing and the 


issue of shares. 


Year Debt Financing Share Issue 
ie $ 556,392,000 

1953 336, 295 , 800 - 

1954 594,732, 800 $172, 000,000 
£955 585 , 795 ,900 421,000,000 
1956 860,184, 400 687,000,000 
LOT. 1,045,004, 100 546,000,000 
1958 769,155,000 309, 000, 000 
he aye 420,052,550 404,000,000 
1960 935,011,000 222,000, 000 
1961 609,909,500 Not yet available 


Omitted from the above table are bank borrowings and the 
immense sums of short term obligations estimated at up to a billion 
dollars as of April 30, 1962 issued by such companies. Likewise, no 
reference has been made to the many instances of secondary distri- 
butions of shares involving public offerings. 

In the raising of the vast majority of this capital, the 
services of the corporate departments of the Canadian trust companies 
have played an essential role. 

In the case of secured borrowing, a company by means of a 
mortgage conveys all or part of its property to the trustee but in 
trust for the benefit of the holders of the company's obligations 
issued under the mortgage deed and authenticated by the trustee for 
purposes of identification. Where unsecured issues are involved, the 
technique is essentially the same although the deed will not contain 
any mortgage. Instead, it is likely to contain important covenants 


on the part of the borrowing company for the protection of those 
acquiring its obligations. 

At their inception, corporate deeds of trust designated 
individuals as trustee but it was soon found that trust companies 


were better equipped to perform these duties. Towards the end of the 


oa 


ord Dana t pB ERY, et Feat Sie 


4 
yt Die, uixfoment's sgub Bsbnirtt a 


D+: ieee . tee 
sebL een mit nani e Fie mit SP 
= OO SUE ee Be 

8 DOE, e ches pth Ja © j 
OO LOR ST ee  Deeyeey idee <4 
OL CMMs SORRY eg 4 
SOO. G00, the Oot woned 
eerie’ sls > COL gr OOPS 7 
(ITO. Oe. FOS ORT HP] 
60, 009 bse SE OSs 


Vs, 
> a ont ae ~ 
A. Wl '}: ar OCG ee igre 
id Pa ol oh ae Tai brs Fare oe Yop eek 
<b S : Ve SV ety Wit MA 


Lt pits aarekwourot anad ote akties syods ef mapas host ieG 


Seno 1 A. tur of murre 
7 See 
Watt « eacieemps, CONE. ne eo ot AERA 19. 2B 2 ach. Tid’ 
ae mt 
h veshiouse TO. dentustenl vdeo Sit of sBiargased) aeg sonststied 
i 4 ; 
aH. seh to oti nel Cowtk 2opae to cere : ; ; 
irae 3 
. E i $6iei Jas ele pe nti ait RE sal ny 
i. - 
eumon Firth gedkadid ads So staamiasges ohare rion eit a6 eodtveo 
~~ & a? ah a as x we * 5 a 
aioe Te tenend a. 19 bayalt eyed 5 
; » & snéhwoervod Kaquode fo sage sed ark oe a 
, nee Pd PE oe 
‘ > Rs an oe a Bo 
ah dot onfeitet ot? of vied eit To otag 29 fee ayevitoo 2ysud tou 
J i ss — a 


; i » 4 : ” 
sachiapdito s vaagqtoe Sed te exebiont sa re Tienes Suit ae read, 


pairt erly ‘acid meigue Ons oss sass? tow ‘sd? abt Seven a 
: : La ‘2 
r ay 


ovr “7 govesei petesstrn saxrestv -netsaareedoaht ‘tO. ase 


a e . . 2 te & - : 
gtatnoo tod -fiiw besir Git tevoty ts emge ais ‘ekistenaces al oun mg 
athinnoven jradtoret nitadaas:o? feltt 6 3) ieamermt 


s2Qdt ‘to qoltesterae ed?’ ‘vol. yasquos er Hotton ech to aa - 


betainjesh Jautt. te shash' efarogien quer Hrsonk Sane he. | ) 
agtuagnoo dart dere deuok Hode saw tb it Verma se Slayer 
. nee a) ; 7 : 
nit “to. Bee sid ebvsyol «seth -sgont magited oF fantitns) 


sate gt 


nineteenth century, the use of corporations as trustees became common and 


is now the invariable practice. This is due not only to their permanence 


and financial responsibility but also to the advantages which result from 


the appointment of an independent, professional, experienced trustee, 


4 Ou Whatever the form of the deed, duties are imposed upon the 
trustee which frequently involve the exercise of important discretions 
which have few parallels in trust business either as to difficulty or the 
magnitude of the responsibility. Typical examples are the discretionary 
release of important parts of the mortgaged premises on such terms as the 
trustee may determine as not being prejudicial to the interests of the 
bondholders or the duties falling upon the trustee when an event of default 
has occurred which the borrowing company may be unable or unwilling to cure. 

4.05 Because the nature of the obligations imposed upon the trustee 
varies so much with the terms of any given issue, it is difficult to 
State the cost of the service. The principal fees earned by a trustee 
of a corporate issue are an "Initial Fee" covering the work and responsi- 
bility involved in entering into the trusteeship, delivering the deed and 
issuing the obligations and an "Annual Fee" covering the administrative 
duties and responsibilities over the life of the issue. These do not 
cover the issue of additional obligations upon satisfaction of conditions 
precedent, the disbursement of trust moneys, the operation of sinking 
funds, redemptions, special services rendered in default situations, 
reorganizations, the holding of bondholders' meetings and other non- 
routine matters. In these situations the fees are based upon piece rates 
or the time and responsibility involved. 

4.06 Most Canadian trust deeds contain as part of their security 
provisions a "floating charge" on the whole undertaking of the borrowing 
company. Enforcement of this security enables the appointment by the 
Court of a receiver and manager who continues to operate the undertaking 
as a going concern pending reorganization or sale as a going concern. 
This is work which requires highly trained and siciiied pereonnel which 
only very large companies can maintain and make available at irregular 
intervals for such extraordinary duties. Canadian trust companies which 
undertake corporate trusteeships frequently ask for and are normally 
granted the appointment as receiver and manager in enforcement actions 


under trust deeds of which they are trustee. 
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- 9. 

If, following the appointment of a receiver and manager, it 
transpires that reorganization of the borrowing company is not feasible, 
nor its sale as a going concern practicable, its operations will be dis- 
continued and thereafter the trust company will act solely as a receiver 
to bring about the liquidation of the company's assets and the payment 
out of the proceeds in accordance with the priorities governing the 
Situation. 

The corporate trust departments of the trust companies perform 
many other functions in addition to those relating to the appointments 
discussed above, a substantial number of which arise as a direct outcome 
of these appointments. 

(a) Bondholders' Meetings - During the course of a normal trustee- 
ship, a company may, for its corporate purposes, seek a 
substantial revision of the terms of its trust deed. This 
will generally involve obtaining the consent of a specified 
majority of the bondholders whose consent may also be neces-~ 
Sary in enforcement proceedings to a proposed plan of re- 
organization. 

In those cases, the trustee will call and supervise the 

holding of the meeting. This operation is highly technical. 

(b) Voting Trusts - These arrangements are common where it 
is desired that the control of a company and the direction 
of its business be vested in an individual or group. In 
such cases, the shares are transferred to trustees (voting 
trustees) who issue voting trust certificates evidencing 
the right of the holder to receive the shares represented 
thereby upon the dissolution of the trust and the surrender 
of the voting trust certificates. In the meantime, the 
holders of the voting trust certificates are entitled to 
such rights and benefits as are specified in the trust 
agreement. 

(c) Escrows and Depositaries - escrow and depositary 
arrangements for numerous purposes are a substantial source 
of business and stem largely from the financial responsibility 
of the trust companies. They are generally very technical 


and require careful attention to ensure proper fulfilment. 
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- 95 - 
The increased importance of equity financing has created a 
problem of real magnitude for most corporations -- that of effecting 


transfer of its shares. Shareholders and brokers expect prompt attention 


to transfers of ownership and the issue of new certificates. This situ- 
ation is reflected in the action of most recognized stock exchanges which 
have amongst their rules the following as a condition of listing: 
(i) the shares being listed must be transferable 
in the city where the exchange is located. 
(ii) the transfer of listed shares must be completed 

within 48 hours of deposit for transfer. 

These requirements, coupled with market activity and the 
specialized knowledge required to perform the work, can impose heavy 
burdens on most companies which find it more convenient to employ a 
trust company to do the job for them. Specialization results in lower 
cost and greater accuracy. 

Most stock exchanges have the further listing requirement 
that a trust company be appointed transfer agent of the shares in question. 
Not only does this inspire investor confidence in the accuracy of share 
records; it obviates the difficulties which would arise in making deliver- 
ies if each company acted as its own transfer agent. It provides means 
whereby the shares of a company can be interchangeably transferred at a 
number of points within Canada and the U.S.A. It is estimated that during 
1961 Canadian trust companies acting as transfer agents issued a total 
of 4,111,000 share certificates. 

The principal fees earned by a transfer agent are based upon 
maintenance of shareholder accounts and the issue of share certificates. 
Where a co-transfer agent is involved, there is a charge made for daily 
reports to and from the principal agent. 

The registration of shares is provided for as an insurance 
against over-issue. The essential duty of the registrar is to counter- 
sign a new share certificate and thus validate it only when the out- 
standing stock will not be increased by the issue of that certificate. 

Where the transfer agent keeps the share ledgers of a company, 
it is most convenient to have that agent also perform a number of related 


functions. 
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- 96 - 
(a) Dividend Disbursing - This function speaks for itself and its 
importance is well demonstrated by the fact that in 1961 
Canadian trust companies issued about five million dividend 


cheques totalling over $4.63 million. 


(b) Mailing of Annual Statements, Reports, Proxies, etc. -- This 
service is based upon the detailed information in the hands of 
the transfer agent who has machine equipment and other facilities 


available. 


(c) Proxy Tabulation ~ Not infrequently the transfer agent is called 
upon to receive, examine and tabulate proxies to vote at a meet- 
ing sent in by shareholders. Again the specialized knowledge of 
its staff and the time factor involved make the agent's services 


of great value. 


(d) Scrutineering at Meetings - Particularly in cases where con- 
tentious matters are to be voted upon at meetings, the trust 
company transfer agent is retained to record attendance at meet- 


ings and count the votes taken on all polls. 


(e) Changes in Cepitalization - Typical examples are partial or 
total redemptions of preference shares, recapitalization under 
various plans of reorganization, subscriptions for additional 
share offerings, and share splits. In all these situations, it 
is both practical and economical for a company to employ a trust 
company as agent. 


The performance of all these services is based upon the 


value of specialization. The trust companies use modern special purpose 
equipment which would be uneconomic for the individual corporation. 

They are organized to handle irregular work loads which would disorganize 
routine company operations. Moreover they develop special techniques 

for dealing with the typical problems which arise in shareholder services 


and can offer companies an assurance that good shareholder relations, will 


be maintained. 
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